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THE BUDGET DOCUMENTS

Budget of the United States Government, Fiscal
Year 2016 contains the Budget Message of the President,
information on the President’s priorities, and summary
tables.

Analytical Perspectives, Budget of the United
States Government, Fiscal Year 2016 contains
analyses that are designed to highlight specified subject
areas or provide other significant presentations of budget
data that place the budget in perspective. This volume
includes economic and accounting analyses; information
on Federal receipts and collections; analyses of Federal
spending; information on Federal borrowing and debt;
baseline or current services estimates; and other technical
presentations.

The Analytical Perspectives volume also has
supplemental materials (formerly part of the printed
volume) that include tables showing the budget by agency
and account and by function, subfunction, and program.
These and other tables and additional supplemental
materials are available on the internet at www.budget.
gov/budget/Analytical_Perspectives and on the Budget
CD-ROM.

Historical Tables, Budget of the United States
Government, Fiscal Year 2016 provides data on
budget receipts, outlays, surpluses or deficits, Federal
debt, and Federal employment over an extended time
period, generally from 1940 or earlier to 2016 or 2020.
To the extent feasible, the data have been adjusted to
provide consistency with the 2016 Budget and to provide
comparability over time.

The text and tables comprising the Historical Tables
are available on the internet at www.budget.gov / budget /
Historicals and on the Budget CD-ROM.

Appendix, Budgetofthe United States Government,
Fiscal Year 2016 contains detailed information on
the various appropriations and funds that constitute
the budget and is designed primarily for the use of the

Appropriations Committees. The Appendix contains more
detailed financial information on individual programs
and appropriation accounts than any of the other budget
documents. It includes for each agency: the proposed text
of appropriations language; budget schedules for each
account; legislative proposals; explanations of the work
to be performed and the funds needed; and proposed
general provisions applicable to the appropriations of
entire agencies or group of agencies. Information is also
provided on certain activities whose transactions are not
part of the budget totals.

ELECTRONIC SOURCES OF BUDGET
INFORMATION

The information contained in these documents is
available in electronic format from the following sources:

Internet. All budget documents, including documents
that are released at a future date, spreadsheets of many
of the budget tables, and a public use budget database
are available for downloading in several formats from the
internet at www.budget.gov /budget. Links to documents
and materials from budgets of prior years are also
provided.

Budget CD-ROM. The CD-ROM contains all of
the printed budget documents in fully indexed PDF
format along with the software required for viewing
the documents. The CD-ROM also includes many of
the budget tables in spreadsheet format, supplemental
materials that were previously included in the printed
Analytical Perspectives volume, and materials comprising
the Historical Tables.

For more information on access to electronic versions
of the budget documents (except CD-ROMs), call (202)
512-1530 in the D.C. area or toll-free (888) 293-6498. To
purchase the Budget CD-ROM or printed documents call
(202) 512-1800.

2015 Budget request.
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INTRODUCTION







1. INTRODUCTION

The Analytical Perspectives volume presents analyses
that highlight specific subject areas or provide other sig-
nificant data that place the President’s 2016 Budget in
context and assist the public, policymakers, the media,
and researchers in better understanding the budget’s ef-
fects on the Nation. This volume complements the main
Budget volume, which presents the President’s budget
policies and priorities, and the Budget Appendix volume,
which provides appropriations language, schedules for
budget expenditure accounts, and schedules for selected
receipt accounts.

Presidential budgets have included separate analyti-
cal presentations of this kind for many years. The 1947
Budget and subsequent budgets included a separate sec-
tion entitled “Special Analyses and Tables” that covered
four and sometimes more topics. For the 1952 Budget,

the section was expanded to 10 analyses, including many
subjects still covered today, such as receipts, investment,
credit programs, and aid to State and local governments.
With the 1967 Budget this material became a separate
volume entitled “Special Analyses,” and included 13 chap-
ters. The material has remained a separate volume since
then, with the exception of the Budgets for 1991-1994,
when all of the budget material was included in one vol-
ume. Beginning with the 1995 Budget, the volume has
been named Analytical Perspectives.

Several supplemental tables as well as several lon-
ger tables that were previously published within the
volume are available at http:/www.budget.gov/budget/
Analytical Perspectives and on the Budget CD-ROM.
These tables are shown in the List of Tables in the front
of this volume with an asterisk instead of a page number.

OVERVIEW OF THE CHAPTERS

Economic and Budget Analyses

Economic Assumptions and Interactions Between the
Economy and the Budget. This chapter reviews recent
economic developments; presents the Administration’s
assessment of the economic situation and outlook, in-
cluding the effects of macroeconomic policies; compares
the economic assumptions on which the 2016 Budget is
based with the assumptions for last year’s Budget and
those of other forecasters; provides sensitivity estimates
for the effects on the Budget of changes in specified eco-
nomic assumptions; and reviews past errors in economic
projections. It also provides estimates of the cyclical and
structural components of the budget deficit.

Long-Term Budget Outlook. This chapter assesses the
long-term budget outlook under policies currently in ef-
fect and under the Budget’s proposals as well as progress
towards fiscal sustainability since 2010. It focuses on
25-year projections of Federal deficits, debt, and the fis-
cal gap. It also provides budget projections for a 75-year
period, and shows how alternative long-term budget as-
sumptions would produce different results and discusses
the actuarial status of the Social Security and Medicare
programs.

Federal Borrowing and Debt. This chapter analyzes
Federal borrowing and debt and explains the budget es-
timates. It includes sections on special topics such as
trends in debt, debt held by the public net of financial as-
sets and liabilities, investment by Government accounts,
and the statutory debt limit.

Performance and Management

Social Indicators. This chapter presents a selection
of statistics that offers a numerical picture of the United

States and illustrates how this picture has changed over
time. Included are economic, demographic and civic, socio-
economic and health statistics. There are also indicators
covering security and safety, environment, and energy.

Delivering a High-Performance Government. This
chapter describes the Administration’s approach to per-
formance management—the Federal Government’s use
of performance goals, measurement, regular data-driven
reviews, and information dissemination to improve out-
comes that matter to the American people and deliver
returns on the taxpayers’ investment. It explains why this
approach was chosen, progress made, and future plans.
It also discusses implementation of the Government
Performance and Results Modernization Act.

Building Evidence with Administrative Data. This
chapter explains the importance of improving access to ad-
ministrative data, describes some of the key barriers, and
outlines the Administration’s agenda, including both Budget
proposals and ongoing work. The chapter also explains the
strong framework of privacy, confidentiality, and data secu-
rity protections that governs current uses of administrative
data for research purposes, and it explains how these protec-
tions would extend to the Budget’s new proposals.

Strengthening the Federal Workforce. Strengthening
the Federal workforce is essential to building a high-per-
forming Government. This chapter presents summary
data on Federal employment and compensation; exam-
ines Federal workforce challenges; presents opportunities
for strengthening the personnel system to achieve criti-
cal agency missions; and discusses progress in improving
employee engagement, performance, and human capital
management.


http://www.whitehouse.gov/omb/budget/Analytical_Perspectives
http://www.whitehouse.gov/omb/budget/Analytical_Perspectives
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Budget Concepts and Budget Process

Budget Concepts. This chapter includes a basic descrip-
tion of the budget process, concepts, laws, and terminology,
and includes a glossary of budget terms.

Coverage of the Budget. This chapter describes those
activities that are included in budget receipts and outlays
(and are therefore classified as “budgetary”), as distin-
guished from those activities that are not included in
the Budget (and are therefore classified as “non-budget-
ary”). The chapter also defines the terms “on-budget” and
“off-budget.”

Budget Process. This chapter discusses proposals to
improve budgeting and fiscal sustainability within indi-
vidual programs as well as across Government, describes
the system of scoring mandatory and revenue legislation
for purposes of the Statutory Pay-As-You-Go Act of 2010,
and presents proposals to revise the budget baseline and
improve budget presentation.

Federal Receipts

Governmental Receipts. This chapter presents informa-
tion on estimates of governmental receipts, which consist
of taxes and other compulsory collections. It includes de-
tailed descriptions of tax legislation enacted in the last
year and the receipts proposals in the Budget.

Offsetting Collections and Offsetting Receipts. This
chapter presents information on collections that offset
outlays, including collections from transactions with the
public and intragovernmental transactions. In addition,
this chapter presents information on “user fees,” charges
associated with market-oriented activities and regula-
tory fees. The user fee information includes a description
of each of the user fee proposals in the Budget. A de-
tailed table, “Table 13-5, Offsetting Receipts by Type” is
available at the Internet address cited above and on the
Budget CD-ROM.

Tax Expenditures. This chapter describes and pres-
ents estimates of tax expenditures, which are defined as
revenue losses from special exemptions, credits, or other
preferences in the tax code.

Special Topics

Aid to State and Local Governments. This chapter
presents crosscutting information on Federal grants to
State and local governments, including highlights of
Administration proposals in the Budget. Detailed tables,
including “Table 15-2, Federal Grants to State and Local
Governments—Budget Authority and Outlays” and tables
showing State-by-State spending for major grant pro-
grams, are available at the Internet address cited above
and on the Budget CD-ROM.

Strengthening Federal Statistics. This chapter discuss-
es 2016 Budget proposals for the Government’s principal
statistical programs.

Information Technology. This chapter gives an overview
of Federal investments in information technology (IT),
and the major Administration initiatives to improve the
management of Federal data and IT by integrating mod-
ern technology solutions to enhance mission and service

delivery and security. To achieve this, the Administration
prioritizes three core objectives across the Federal IT port-
folio discussed in the chapter: unlocking enterprise value
and opportunities; delivering world-class digital services,
including opening Government data to fuel entrepreneur-
ship and innovation; and protecting Federal IT assets and
information.

Federal Investment. This chapter discusses Federally-
financed spending that yields long-term benefits. It
presents information on annual spending on physical
capital, research and development, and education and
training.

Research and Development. This chapter presents a
crosscutting review of research and development funding
in the Budget, including discussions about priorities and
coordination across agencies.

Credit and Insurance. This chapter provides cross-
cutting analyses of the roles, risks, and performance of
Federal credit and insurance programs and Government-
sponsored enterprises (GSEs). The chapter covers the
categories of Federal credit (housing, education, small
business and farming, energy and infrastructure, and in-
ternational) and insurance programs (deposit insurance,
pension guarantees, disaster insurance, and insurance
against terrorism-related risks). Five additional tables
address transactions including direct loans, guaranteed
loans, and government-sponsored enterprises. These ta-
bles are available at the Internet address cited above and
on the Budget CD-ROM.

Budgetary Effects of the Troubled Asset Relief Program.
The chapter provides special analyses of the Troubled
Asset Relief Program (TARP) as described in Section
202(a) of the Emergency Economic Stabilization Act of
2008, including information on the costs of TARP activity
and its effects on the deficit and debt.

Homeland Security Funding Analysis. This chapter
discusses homeland security funding and provides in-
formation on homeland security program requirements,
performance, and priorities. Additional detailed informa-
tion is available at the Internet address cited above and
on the Budget CD-ROM.

Federal Drug Control Funding. This chapter displays
enacted and proposed drug control funding for Federal de-
partments and agencies.

Federal Budget Exposure to Climate Risk. This chap-
ter discusses climate change-related risks for the Federal
budget, including the potential for rising direct and
indirect costs and lost revenue. The chapter presents esti-
mates of costs incurred as a result of the types of extreme
weather projected to grow in frequency and intensity as
the climate changes, and discusses additional areas of
vulnerability across the Federal budget.

Technical Budget Analyses

Current Services Estimates. This chapter presents esti-
mates of what receipts, outlays, and the deficit would be if
current policies remained in effect, using modified versions
of baseline rules in the Balanced Budget and Emergency
Deficit Control Act of 1985 (BBEDCA). Two detailed ta-
bles addressing factors that affect the baseline and provide
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details of the baseline budget authority and outlays are
available at the Internet address cited above and on the
Budget CD-ROM.

Trust Funds and Federal Funds. This chapter provides
summary information about the two fund groups in the
budget—Federal funds and trust funds. In addition, for
the major trust funds and several Federal fund programs,
the chapter provides detailed information about income,
outgo, and balances.

Comparison of Actual to Estimated Totals. This chap-
ter compares the actual receipts, outlays, and deficit for
2014 with the estimates for that year published in the
President’s 2014 Budget.

The following materials are available at the Internet
address cited above and on the Budget CD-ROM:

Detailed Functional Table

Detailed Functional Table. Table 28-1, “Budget
Authority and Outlays by Function, Category, and
Program,” displays budget authority and outlays for
major Federal program categories, organized by budget
function (such as health care, transportation, or national
defense), category, and program.

Federal Budget by Agency and Account

The Federal Budget by Agency and Account. Table
29-1, “Federal Budget by Agency and Account,” displays
budget authority and outlays for each account, organized
by agency, bureau, fund type, and account.
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2. ECONOMIC ASSUMPTIONS AND INTERACTIONS WITH THE BUDGET

This chapter presents the economic forecast on which
the 2016 Budget projections are based.! When the
President took office in January 2009, the economy was
in the midst of an historic economic crisis. The first or-
der of business for the new Administration was to arrest
the rapid decline in economic activity that threatened to
plunge the country into a second Great Depression. The
President and the Congress took unprecedented actions
to restore demand, stabilize financial markets, and put
people back to work. These steps included passage of the
American Recovery and Reinvestment Act (ARRA), signed
by the President just 28 days after taking office. They
also included the Financial Stability Plan, announced
in February 2009, which encompassed wide-ranging
measures to strengthen the banking system, increase
consumer and business lending, and stem foreclosures
and support the housing market. These and a host of
other actions walked the economy back from the brink.
The economy bottomed out in June 2009 and gradually
started to recover in late 2009.2 Further measures to aid
the recovery were taken in December 2010, such as tem-
porarily cutting payroll taxes and continuing extended
unemployment insurance.

At the start of 2013, the American Taxpayer Relief
Act of 2012 (ATRA) prevented income tax increases on
the vast majority of taxpayers and provided greater cer-
tainty for the years ahead. However, sequestration cuts
that took effect in March 2013 reduced Gross Domestic
Product (GDP) and employment growth by 0.6 percent-
age points and 750,000 jobs, respectively, in calendar
year 2013 according to estimates from the Congressional
Budget Office (CBO). The government shutdown and
debt limit standoff in October 2013 also took a toll on the
economy. The Bureau of Economic Analysis estimated
that the reduction in hours worked by federal employ-
ees during the October 2013 shutdown reduced real GDP
growth in the fourth quarter of 2013 by 0.3 percentage
points.

Over the past 14 months, the Administration and
Congresshavecometogethertoenactbipartisanlegislation
mitigating the harmful austerity imposed by sequestra-
tion and providing greater certainty. In December 2013,
the President signed into law the Bipartisan Budget
Act (BBA), undoing a portion of sequestration for 2014
and 2015. Congress followed this action with the enact-
ment of full year appropriations for 2014 in January of
last year and full year appropriations for 2015 for almost
all departments and agencies in December. In December

1Economic performance is discussed in terms of calendar years. Bud-
get figures are discussed in terms of fiscal years. Economic growth fig-
ures are in real (inflation-adjusted) terms unless otherwise noted.

2The dating of U.S. business cycles is done by the National Bureau of
Economic Research, a private institution that has supported economic
research on business cycles and other topics for many decades.

2013, the Council of Economic Advisers estimated that
the relaxation of sequestration achieved through the BBA
would add about 350,000 jobs (cumulative) over the two-
year period ending in 2015.

Over the past 21 quarters, through the third quarter
of 2014, real GDP has grown at an average annual rate
of 2.3 percent, and since February 2010, 11.2 million jobs
have been added in the private sector. Job growth accel-
erated during 2014, with the most jobs created in any
calendar year since 1999. Meanwhile, the unemployment
rate has fallen fairly steadily from its October 2009 peak
of 10.0 percent to 5.6 percent in December.

The economy is projected to grow at a three percent
pace in 2015 and in 2016 and at 2.7 percent in 2017. With
healthy economic growth, the unemployment rate is ex-
pected to reach the level consistent with full employment
by the end of 2015 and continue to decline to 4.8 percent
by the end of 2017. The unemployment rate then stabi-
lizes at 5.2 percent by 2020.

This chapter contains several sections:

® The first section reviews recent economic perfor-
mance.

® The second section discusses the Administration’s
economic projections.

® The third section compares the Administration’s as-
sumptions with other forecasts and with the Admin-
istration’s projection in last year’s Budget.

® The fourth section describes how changes in as-
sumptions about key economic variables result in
changes in receipts, outlays, and the deficit.

® The fifth section presents information on past fore-
cast errors for growth, inflation, and interest rates
and how these forecast errors compare with those
for forecasts made by the Congressional Budget Of-
fice (CBO) and the private-sector Blue Chip Consen-
sus.

® The sixth section shows a probabilistic range of bud-
get outcomes based on past errors in projecting the
deficit.

® The last section discusses the relationship between
structural and cyclical deficits, showing how much
of the actual deficit is related to the economic cycle
(e.g., the recent recession) and how much would per-
sist even if the economy were at full employment.



10

ANALYTICAL PERSPECTIVES

Recent Economic Performance

The accumulated stresses from falling house prices
and shrinking homebuilding and the resulting strains on
financial markets brought the 2001-2007 expansion to an
end in December 2007. In its early stages, the 2008-2009
recession was relatively mild, but financial conditions
worsened sharply in the fall of 2008 and from that point
forward the recession became more severe. By the time
it ended, real GDP had fallen further and the downturn
had lasted longer than any previous post-World War II re-
cession. The recovery began in the third quarter of 2009,
with real growth averaging 2.3 percent since that point,
including 2.7 percent for the most recent four quarters,
ending 2014-Q3. While the recovery strengthened over
the past year, the unemployment rate is still elevated and
the long-term unemployment rate remains particularly
high. The Administration’s proposals will help to acceler-
ate the return to full employment while also contributing
to stronger growth in wages.

Accelerating Progress in the Labor Market.—
The unemployment rate peaked in 2009 at 10 percent,
but has since declined to 5.6 percent. Private employ-
ment has grown for the past 58 straight months and
December marked the eleventh consecutive month of job
growth above 200,000. Moreover, the pace of job creation
has jumped from about 195,000 per month in 2012-13 to
235,000 in 2014. However, the unemployment rate re-
mains somewhat above the level consistent with stable
inflation, estimated at about 5.2 percent. The rate of long-
term unemployment (those out of work for more than 6
months) remains higher than normal for this stage of a
recovery, although it has declined 0.7 percentage points
over the past year.

Domestic Energy Boom and Decline in Oil Prices—
In the last five years, there has been a dramatic increase
in domestic energy production. The United States is now
the world’s largest producer of oil and gas. Over the past
year, domestic production of crude oil exceeded imports of
oil for the first time since 1995. This broad-based energy
boom supports jobs directly in production and distribu-
tion, as well as indirectly by making the United States
more attractive as a location for manufacturing by multi-
national firms in energy-intensive industries.

The increase in U.S. production, combined with a decline
in worldwide oil consumption due to slow growth abroad,
increased energy efficiency, and alternative fuel produc-
tion, led to a dramatic decline in oil prices over the last
few months of 2014. The price of West Texas Intermediate
crude declined from $107 per barrel in late June to less
than $60 per barrel in December. Retail gasoline prices
tumbled from $3.78 per gallon to less than $2.50/gallon
in December. Although the lower prices may reduce do-
mestic oil production somewhat in the near-term, the net
effect on the economy is positive since the United States
is still a net oil importer, and consumers and nonoil busi-
nesses will benefit from the price drop.

Housing Markets Show Further Strength.—The
housing market, a major cause of the financial crisis and
recession, has shown clear signs of recovery. In 2006-

2007, housing prices peaked and, from 2007 through
2008, housing prices fell sharply according to all available
measures.? During the downturn, as house prices fell, in-
vestment in housing plummeted, reducing the rate of real
GDP growth by an average of 1 percentage point per year.
Housing prices started to rise again in 2012 with a cu-
mulative gain of 16 percent over the last seven quarters,
according to the Case-Shiller index. Residential invest-
ment began to increase steadily in the second quarter of
2011 and rose at an annual rate of about 14% in 2012
with smaller net increases in 2013 and 2014.

In April 2009, housing starts fell to an annual rate of
just 478,000 units, the lowest level on record for this se-
ries, which dates from 1959. Housing starts rose modestly
over the next two years and increased to about one million
units per year during 2014. Typically, about 1.65 million
starts a year are needed to accommodate the needs of
an expanding population with an increasing number of
households and to replace older units, indicating potential
for a substantial housing rebound. The Administration
forecast assumes a continued recovery in housing activity
that adds to real GDP growth over the forecast horizon,
especially over the next three years.

Consumption Steady—Between the first quarter of
2007 and the first quarter of 2009, the real net worth
of American households declined by $15 trillion at 2009
prices (19 percent) — the equivalent of one year’s GDP. A
precipitous decline in the stock market, along with falling
house prices over this period, were the main reasons for
the drop in household wealth. Since then, real household
wealth, including financial assets, has risen substantially
and now exceeds its previous peak. Most of this rebound is
accounted for by the rise in equity prices. The turnaround
in housing prices has raised residential wealth, although
it remains well below its previous peak.*

In recent quarters, real consumption spending has in-
creased at about a 2-1/2 to 3 percent rate, at or slightly
above the long-run growth of the economy. The dramatic
fall in oil prices in late 2014 will reduce nominal spending
on gasoline and other petroleum products, boost real dis-
posable income, and enable an increase in real spending
on other consumer goods and services.

Rebound in Business Investment.—Business fixed
investment fell sharply during the 2008-2009 contraction.
It rose rapidly in 2010 through 2014 and real investment
at the end of 2013 exceeded its pre-recession levels for
the first time. Real nonresidential fixed investment in-
creased by almost 9 percent in the four quarters ending
2014-Q3 and should remain strong during the next stage
of the recovery. The cost of capital is low and American
corporations at the end of 2014 held substantial levels
of cash reserves, which could provide funding for future
investments as the economy continues to recover and

3There are several measures of national housing prices. Two respect-
ed measures that attempt to correct for variations in housing quality
are the S&P/Case-Shiller Home Price Index and the Federal Housing
Finance Agency (FHFA) Purchase-Only House Price Index. The Case-
Shiller index peaked in 2006, while the FHFA index peaked in 2007.

4Real wealth is computed by deflating household net worth from the
Flow-of-Funds Accounts by the Chained Price Index for Personal Con-
sumption Expenditures. Data are available through 2014:Q3.
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consumption remains relatively strong. Nevertheless, the
pace of future growth could prove to be uneven, as invest-
ment tends to be volatile.

Fiscal Drag Has Peaked.—Fiscal policy restraint
substantially slowed the expansion in 2012-13, but was a
much smaller factor in 2014 as the reduction in Federal
Government expenditures slowed. In the four quarters
ending 2014-Q3, real Federal spending fell by 0.6 percent
and was offset by an increase in State and local spending
of 0.9 percent. In the prior four quarters, Federal spend-
ing fell 7 percent while State and local outlays increased
only 0.8 percent. In 2015 and going forward, real govern-
ment purchases are expected to have a roughly neutral
impact on economic growth.

Economic Projections

The economic projections underlying the 2016 Budget
estimates are summarized in Table 2—1. The assumptions
are based on information available as of mid-November
2014. This section discusses the Administration’s projec-
tions. The next section compares these projections with
those of the Federal Reserve’s Open Market Committee
(FOMC), the CBO, and the Blue Chip Consensus of pri-
vate forecasters. As discussed below, the Administration’s
economic forecast, as always, is based on the assumption
that the Budget proposals are enacted in full.

Real GDP.—Real GDP grew 2.7 percent during the
four quarters ending 2014-Q3. The Administration proj-
ects the economic recovery that began in mid-2009 will
continue with real GDP growing at an average annual
rate of 2.8 percent over the next four years. Real GDP
growth is projected to ease to 2.3 percent by 2019 and to
remain at that rate for the final years of the forecast. The
slower growth in the last few years is due to the exhaus-
tion of the cyclical factors that are still present in the near
term. Demographic factors also lower the labor force par-
ticipation rate as the baby boom generation retires.

Recent recoveries have been somewhat weaker than av-
erage, but the last two expansions that began in 1991 and
2001 were preceded by mild recessions, leaving relatively
little pent-up demand after conditions improved. Because
of the depth of the most recent recession, there was much
more room for a rebound in spending and production than
was true either in 1991 or 2001. On the other hand, linger-
ing impediments from the credit crisis and other special
factors limited the pace of the recovery in the first stages
of the expansion, while less favorable demographics also
slowed growth relative to previous recoveries.

The U.S. economy has substantial room for growth,
although there are factors that could continue to limit
that growth in the years ahead. On the positive side, the
unemployment rate has fallen substantially since the re-
cession trough and further progress in the labor market
is expected in 2015-16. Monetary policy likely will con-
tinue to support growth as inflation remains below the
Federal Reserve’s target. However, some European and
Asian markets have been troubled by weak economic
growth. The drag from a slowdown in foreign countries
could hamper the growth of the U.S. economy.

Long-Term Growth.—The Administration’s forecast
does not attempt to project cyclical developments beyond
the next few years. The long-run projection for real eco-
nomic growth and unemployment assumes that they will
maintain trend values in the years following the return
to full employment. Real GDP grows at a rate of 2.3 per-
cent in the final years of the projection. That is markedly
slower than the average growth rate of real GDP since
1947 of 3.2 percent per year. In the 215 Century, real GDP
growth in the United States is likely to be slower than it
was in earlier eras because of a slowdown in labor force
growth, initially due to the retirement of the post-World
War IT baby boom generation, and later due to a decline
in the growth of the working-age population. As discussed
below, these projections do not include the labor force ef-
fects of immigration reform, which has the potential to
boost labor force growth.

Unemployment.—In December 2014, the overall
unemployment rate was 5.6 percent. In line with the in-
creased growth in the economy projected after 2014, the
unemployment rate is expected to decline to 4.8 percent by
the end of 2017 and rebound modestly to 5.2 percent dur-
ing the period of trend growth during the last few years
of the forecast. The temporary reduction in the unem-
ployment rate compared with the so-called ‘natural rate’
is a consequence of inflation running below the Federal
Reserve target rate of 2 percent as measured by the price
index for personal consumption expenditures; this leaves
room for a further drop in unemployment without infla-
tion exceeding the Federal Reserve target.

Inflation.—The Consumer Price Index for all urban
consumers (CPI-U) rose by 0.8 percent for the 12 months
ending in December 2014, somewhat lower than in 2013.
Excluding food and energy, “core” CPI inflation in 2014
was 1.6%, the same as in 2013. The lower rate of overall
inflation as compared to the core index was due almost
entirely to lower energy price inflation. By year’s end
gasoline prices had fallen to a multi-year low.

Weak demand, including from abroad, continues to hold
down prices for many goods and services and continued
elevated unemployment together with other measures of
economic slack are expected to result in a relatively low
inflation rate. As the economy recovers and the unemploy-
ment rate declines, the rate of inflation should remain
near the Federal Reserve’s target of around 2 percent per
year. The Administration projects that the rate of change
in the CPI-U will average 2.3 percent and that the GDP
price index will increase at a 2.0 percent annual rate in
the long run.

Interest Rates.—Interest rates on Treasury securities
fell sharply in late 2008 as both short-term and long-term
rates declined to their lowest levels in decades. Since
then, Treasury rates have fluctuated, but they have not
returned to the levels observed before the financial crisis.
During 2014, the 10-year rate fell by over 50 basis points
to 2-1/4 percent, reversing most of the rise that occurred
in 2013 after a temporary rise following the Federal
Reserve’s announcement of a phased reduction in its
program of quantitative easing. In the Administration’s
projections, interest rates are expected to rise, but only
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Table 2-1. ECONOMIC ASSUMPTIONS'
(Calendar years; dollar amounts in billions)
Projections
Actual
2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025
Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars ..........cceevennee 16,768| 17,394| 18,188 19,039 19,933| 20,847| 21,770| 22,717| 23,705 24,736| 25,812 26,934| 28,106
Real, chained (2009) dollars ...| 15,710 16,058 16,552| 17,049 17,528| 17,979| 18,406| 18,830| 19,263| 19,706/ 20,159| 20,623 21,097
Chained price index (2009 = 100), annual average ... | 106.7| 108.4| 109.9| 111.7| 113.8| 116.0/ 118.3| 120.7| 123.1| 1256 1281| 130.6] 1332
Percent change, fourth quarter over fourth quarter:
CUIrent dolars ......cceeeeeerererecesrieeeeseseesenenns 46 35 46 4.8 46 45 43 43 43 43 4.3 43 43
Real, chained (2009) dolars ............occveeeerirneeenceenns 3.1 2.1 3.0 3.0 2.7 25 2.3 2.3 2.3 2.3 2.3 2.3 2.3
Chained price index (2009 = 100) .......ccovvvvrrrrereenenns 1.4 14 1.5 1.7 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Percent change, year over year:
CUITeNt dOlArS ......veveerererreeeseseeeee e 37 37 46 47 47 46 4.4 43 43 43 43 43 43
Real, chained (2009) dOlars ............occveeverereceenerennes 22 22 3.1 3.0 2.8 26 2.4 2.3 2.3 2.3 2.3 2.3 2.3
Chained price index (2009 = 100) ......oocevvvvmevrrreenenns 1.5 1.5 1.4 1.6 1.8 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Incomes, billions of current dollars:
Domestic Corporate Profits ...........cocovverevrerrneienns 1,704\ 1,672 1,796/ 1,858 1,861| 1,833| 1,801| 1,763 1,761| 1,765 1,779 1,825 1,865
Employee Compensation ...........cc.verereereeeneeens 8,845 9,250| 9,610/ 10,036| 10,528 11,047| 11,570 12,109 12,671| 13,259| 13,882 14,510/ 15,173
Wages and SalaNES ..........ewwreemeerreermeesrerreeereseees 7,125\ 7468 7,746| 8,102| 8,507| 8,939 9,358 9,792 10,236/ 10,708 11,210 11,713| 12,234
Other taxable iNCOME? ............crmrrmrrrrevisrrenrenrisierenns 4,012| 4,134| 4266| 4,506| 4,771| 5,084 5396 5,708/ 5997| 6,278 6,554| 6,829 7,121
Consumer Price Index (all urban):?
Level (1982-84 = 100), annual average ...........c........ 233.0| 236.9| 240.3| 244.8| 250.1| 255.7| 261.5| 267.4| 2735| 279.6] 286.0| 292.4| 299.1
Percent change, fourth quarter over fourth quarter ... 1.2 1.5 1.8 2.0 2.2 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3
Percent change, year oVer year ............coveeeenennns 15 1.7 1.4 1.9 2.1 2.2 2.3 2.3 2.3 2.3 2.3 2.3 2.3
Unemployment rate, civilian, percent:
Fourth quarter level .. 7.0 5.7 5.3 49 48 49 5.0 5.2 5.2 5.2 5.2 5.2 5.2
ANNUAI QVETAJE ....vveereeeaeireereeeeeeeeeeeeseesseeeseseseees 74 6.2 54 5.1 49 49 5.0 5.1 52 5.2 52 5.2 52
Federal pay raises, January, percent:
MITEAIY? oo 1.7 1.0 1.0 1.3 NA NA NA NA NA NA NA NA NA
CIVIANG ..o 0.0 1.0 1.0 1.3 NA NA NA NA NA NA NA NA NA
Interest rates, percent:
91-day Treasury DillS ...............ccormmmmrrvreeerirenrerrreiernnns 0.1 * 0.4 1.5 24 29 32 33 34 34 35 35 35
10-year Treasury NOES ......cccvvreenieneeniesninnisnsansnsanens 2.4 2.6 2.8 3.3 3.7 4.0 4.3 4.5 4.5 4.5 4.5 4.5 4.5

*0.05 percent or less.

NA = Not Available.

1Based on information available as of mid-November 2014.

2Rent, interest, dividend, and proprietors’ income components of personal income.
3 Seasonally adjusted CPI for all urban consumers.

4 Percentages apply to basic pay only; percentages to be proposed for years after 2016 have not yet been determined.
5 Overall average increase, including locality pay adjustments. Percentages to be proposed for years after 2016 have not yet been determined.

6 Average rate, secondary market (bank discount basis).

gradually as financial concerns are alleviated and the
economy continues to strengthen. The 91-day Treasury
bill rate is projected to average about 0.4 percent in 2015,
consistent with the Federal Reserve’s announced inten-
tions, and then to rise to 3.6 percent by 2023. The 10-year
rate is expected to rise moderately in 2015 and reaches
4.5 percent by 2020. Consistent with the projections for
GDP growth, the Administration forecast projects that in-
terest rates will stabilize below their historical averages;
both economic theory and historical data suggest that
lower GDP growth is associated with lower interest rates.

Income Shares.— In the expansion that ended in
2007, hourly labor compensation tended to lag behind

the growth in productivity and that was also true for the
surge in productivity growth in 2009-2010. Partly as a re-
sult, the share of labor compensation was extremely low
by historical standards in 2014 at 53 percent of GDP. It
is expected to stay near that level through 2018. As em-
ployment and wages increase, compensation is projected
to rise slightly, reaching 54 percent of GDP in 2025. The
share of wages and salaries is expected to rise from 43
percent of GDP in 2014 to 43-1/2 percent in 2025. The
share of domestic corporate profits, presently near histor-
ic highs, is expected to decline gradually from almost 10
percent in 2014 to 6.6 percent in 2025.
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Table 2-2. COMPARISON OF ECONOMIC ASSUMPTIONS IN THE 2015 AND 2016 BUDGETS

(Calendar years; dollar amounts in billions)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Nominal GDP:

2015 Budget ASSUMPLIONST .........rrrreeeermrrnerereersrnnane 17,560| 18,470| 19,449| 20,478| 21,478 22,465 23,475 24,506/ 25573| 26,687| 27,850

2016 Budget ASSUMPLIONS .........ovververrrrereereerrreeennens 17,394| 18,188| 19,039| 19,933 20,847 21,770| 22,717| 23,705| 24,736| 25812 26,934
Real GDP (2009 dollars):

2015 Budget ASSUMPLIONS ........vvvvveerrenriiieri. 16,208 16,753 17,312 17,872 18,377 18,843 19,303 19,754| 20,208 20,673 21,148

2016 Budget ASSUMPLONS ......coovevmerercreeeenrireeeerinns 16,058| 16,552| 17,049| 17,528 17,979 18,406 18,830 19,263| 19,706/ 20,159| 20,623
Real GDP (percent change):2

2015 Budget Assumptions” .. 3.2 34 33 3.2 2.8 25 24 2.3 2.3 2.3 2.3

2016 Budget ASSUMPLIONS ......c.ovevrererrreerierrireieneens 22 3.1 3.0 2.8 2.6 24 2.3 2.3 23 2.3 23
GDP Price Index (percent change):2

2015 Budget ASSUMPLIONS " .......ouuurrveeeerirrerrceeeni 1.6 1.8 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

2016 Budget ASSUMPLIONS .......couvereereereeieeceinererineins 1.5 14 1.6 1.8 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Consumer Price Index (all-urban; percent change):2

2015 Budget ASSUMPLONS ! .........ocvvvvverreersiieii. 1.6 2.0 2.1 2.2 23 2.3 2.3 23 2.3 2.3 2.3

2016 Budget Assumptions 1.7 1.4 1.9 2.1 2.2 2.3 2.3 2.3 2.3 2.3 2.3
Civilian Unemployment Rate (percent):®

2015 Budget ASSUMPHONS ! ..........oervvvrererrieeessioonene, 6.9 6.4 6.0 5.6 5.4 5.4 5.4 5.4 5.4 5.4 5.4

2016 Budget ASSUMPLIONS .......couveevrrereicrereeeireieieines 6.2 5.4 5.1 4.9 4.9 5.0 5.1 5.2 5.2 5.2 5.2
91-day Treasury bill rate (percent):3

2015 Budget ASSUMPHONS " .......vvvvvevrvvrriiressssisinnnes 0.1 0.3 1.2 2.3 3.2 3.6 3.7 37 3.7 3.7 3.7

2016 Budget ASSUMPLIONS .......couveeeriereereeeriniienineins * 0.4 1.5 2.4 2.9 3.2 3.3 34 34 35 35
10-year Treasury note rate (percent):?

2015 Budget ASSUMPLIONS ! ........ouuvvvvverrneeriiieri, 3.0 3.5 4.0 4.3 4.6 4.7 4.9 5.0 5.0 5.0 5.0

2016 Budget ASSUMPLIONS .....ccovvivviiinrisiniiissiisisisniians 2.6 2.8 33 37 4.0 4.3 4.5 4.5 4.5 4.5 4.5

*0.05 percent or less.

T Adjusted for July 2014 NIPA revisions.
2 Calendar year over calendar year.

3 Calendar year average.

Changes in Economic Assumptions from Last
Year’s Budget.—The 2016 Budget forecast reflects eco-
nomic developments over the past year, but many of the
forecast values are similar to those of the 2015 Budget,
especially in the long run (see Table 2-2). The current
Budget anticipates less rapid growth in 2014-2018 than
the prior Budget, but assumes the same 2.3 percent rate
of potential GDP growth in the long run. The ultimate
projection for the unemployment rate has been lowered
by 0.2 percentage point, and dips below that rate in the
near term. Projected short- and long-term maturity inter-
est rates are slightly lower over the forecast in this year’s
Budget, reflecting lower levels of interest rates than ex-
pected in 2014 and continued analysis of the relationship
between GDP growth and interest rates. Inflation is lower
in the near-term, but is projected to return to its long-run
average consistent with Federal Reserve policy, estimated
at 2.3 percent for the CPI-U and 2.0 percent for the GDP
price index.

Comparison with Other Forecasts

Table 2—-3 compares the economic assumptions for the
2016 Budget with projections by CBO, the Blue Chip

Consensus—an average of about 50 private-sector eco-
nomic forecasts—and, for some variables, the Federal
Reserve Open Market Committee. These other forecasts
differ from the Administration’s projections, but the dif-
ferences are relatively small compared with the margin of
error in all economic forecasts. Like the Administration’s
forecast, the other forecasts project that real GDP will
continue to grow as the economy returns to a normal level
of unemployment. The forecasts also agree that inflation
will be low and that interest rates will eventually rise to
more normal levels, but below the historical average.

The Administration projections were completed in
mid-November, meaning that they do not reflect new
data, such as the revision in real GDP to 5.0 percent in
the third quarter of 2014. The nearly three-month lag be-
tween that date and the Budget release is due to the long
lead time required to complete the estimates for agency
programs that are incorporated in the Budget. The Blue
Chip Consensus for 2015-2025 in this table was the lat-
est available, from early January for projections through
2016 and from October for long-term projections. The
CBO forecast is from the August 2014 update, because
the January 2015 Budget Outlook was not available as
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Table 2-3. COMPARISON OF ECONOMIC ASSUMPTIONS
(Calendar years)
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Nominal GDP:

17,394| 18,188| 19,039| 19,933| 20,847| 21,770 22,717| 23,705 24,736/ 25812| 26,934| 28,106
17,336| 18,204| 19,169| 20,119| 21,009| 21,916 22,855 23,821| 24,816| 25,839 26,886 NA
17,434| 18,258 19,154| 20,084 21,019] 21,975 22,975| 23,997| 25,064| 26,179| 27,344| 28,560

2.2 3.1 3.0 2.8 2.6 2.4 23 2.3 2.3 2.3 2.3 2.3

1.5 32 35
2.4 32 2.9

3.0 2.4 2.3 2.3 22 2.2 2.1 2.0 NA
2.7 25 2.4 2.4 23 2.3 23 2.3 23

2.1 3.0 3.0 2.7 25 2.3 2.3 2.3 2.3 2.3 2.3 2.3

1.5 34 34 27 2.3 23 22 22 2.1 2.1 2.0 NA
Blue Chip 25 29 2.8 27 24 24 24 23 2.3 2.3 2.3 23
Federal Reserve Central Tendency® .............cccoeee... 2.3102.4/2.6103.0/25103.0/{23103.5] -----commmi oo 2.0to2.3longerrun - - - ---oo oo

GDP Price Index:'

1.6 0.8 2.2

6.2 54 5.1
6.2 59 58
BIUE CRID everreeereesesseesseeseesessssseeseeesrsees 6.2 55 5.1

Federal Reserve Central Tendency® ............cccoooeevvovee 5.8/5.2105.3/5.0t05.2|{4.9t05.3

Interest Rates:?

91-Day Treasury Bills (discount basis):
* 0.4 1.5
0.1 0.3 1.1
* 0.4 1.7

2.6 28 33
2.8 32 38
BIUE CRID oo e e e 25 2.7 34

1.5 1.4 1.6 1.8 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
1.7 1.8 1.7 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 NA
1.5 1.5 2.0 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1
1.7 1.4 1.9 2.1 2.2 2.3 2.3 2.3 2.3 2.3 2.3 2.3
2.0 22 2.0 2.1 2.2 2.3 2.4 24 2.4 24 24 NA

2.3 2.4 2.3 2.3 2.3 2.3 2.3 2.3 2.3

49 4.9 5.0 5.1 5.2 5.2 5.2 5.2 5.2
5.7 5.6 5.6 5.6 5.6 5.6 55 5.5 NA
5.2 5.2 5.3 53 5.4 5.4 5.4 5.4 5.4
...................... 5.2to5.5longerrun - - - oo

24 2.9 3.2 3.3 34 3.4 35 3.5 35
2.1 3.1 35 3.5 35 3.5 35 3.5 NA
2.9 3.4 34 3.4 34 3.4 34 3.4 34

3.7 4.0 4.3 45 45 45 45 45 45
42 4.6 4.7 4.7 4.7 4.7 4.7 4.7 NA
4.2 4.4 4.4 4.5 45 4.5 4.5 4.5 45

*0.05 percent or less.

NA = Not Available.
Sources:  Administration;
October 2014 and January 2015 Blue Chip Economic Indicators, Aspen Publishers, Inc.;
Federal Reserve Open Market Committee, December 18, 2013.

"Year-over-year percent change.

2 Annual averages, percent.

3 Average of 4th quarter values.

this volume went to print. The FOMC members’ central
tendencies of their forecasts date from December 2014.
Real GDP Growth.—Between 2015 and 2018, the
Administration expects slightly more growth than Blue
Chip and CBO, partly because the forecast assumes that
all of the Budget proposals will be enacted (see discus-
sion below). In the out-years, the Administration projects
the same growth as the Blue Chip consensus, but stron-
ger GDP growth than CBO. The difference from the CBO

CBO, An Update to the Budget and Economic Outlook: Fiscal Years 2014 to 2024;

forecast principally reflects different assumptions about
productivity.

The Administration projects that still-high levels of
unemployment and low inflation imply a few years of
higher-than-normal growth as employment increases, the
unemployment rate falls temporarily below 5 percent,
and real GDP makes up the lost ground. In the Blue Chip
projections, real GDP growth exceeds its long-run average
only briefly in the 11-year forecast period. CBO antici-
pates a stronger recovery than Blue Chip between 2015
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and 2017—close to the Administration’s projection—but
projects a sharper decline in growth in the later years
than the Administration, Blue Chip, or the FOMC. CBO
assumes slower growth in productivity and potential GDP
in the long-term and also assumes that actual GDP will
remain below potential after the economy has completed
its cyclical recovery. The high end of the FOMC’s projec-
tions is about the same as the Administration’s.

All economic forecasts are subject to error, and looking
back, past forecast errors are generally much larger than
the forecast differences discussed above. As discussed in
a section later in this chapter, past forecast errors among
the Administration, CBO, and the Blue Chip have been
roughly similar.

Unemployment, Inflation, and Interest Rates.—
The Administration projects unemployment falling
steadily over the next few years to a level of 4.8 percent at
the end of 2017 and returning to 5.2 percent by the end of
the forecast. The other forecasts are slightly less optimis-
tic about employment in the long run.

The Administration, CBO, and the Blue Chip Consensus
anticipate a subdued rate of inflation over the next two
years. In the medium term, inflation is projected to return
to a rate of around two percent per year, which is consis-
tent with the Federal Reserve’s long-run policy goal. All
forecasts have interest rates increasing substantially in
the long run to similar levels.

Effects of policy on growth.— The Administration’s
forecast assumes that the President’s Budget proposals
will be enacted. The 50 or so private forecasters in the
Blue Chip Consensus make differing policy assumptions,
but it is safe to assume that they do not generally assume
full enactment of the Administration’s budget proposals.
CBO is required in making its projections to assume that
current law will continue.

The Administration’s Budget proposals provide impor-
tant support for growth. They include:

® A major investment in infrastructure through a six-
year surface transportation reauthorization propos-
al, as well as additional investments in infrastruc-
ture, education and research.

® Business tax reform that will boost the economy by
moving to a more neutral tax system and improving
the allocation of investment.

® Policies to boost labor supply, particularly among fe-
male workers, such as expansion of child care subsi-
dies and the Child and Dependent Care Tax Credit,
support for State paid leave programs, and creation
of a second earner tax credit, as well as an expansion
of the Earned Income Tax Credit for workers with-
out children and noncustodial parents.

® Comprehensive immigration reform. The Budget
includes an allowance for immigration reform that
takes into account its effects on population and the
labor force. Therefore, the economic projections do
not include the effects of immigration reform on pop-
ulation and employment, to avoid double counting.
However, the allowance does not incorporate immi-

gration reform’s significant positive effects on total
factor productivity.

® Deficit reduction. The Budget would reduce deficits
to sustainable levels and put debt on a declining
path as a share of GDP, with positive effects on pri-
vate investment and growth.

Sensitivity of the Budget to Economic Assumptions

Both receipts and outlays are affected by changes in
economic conditions. Budget receipts vary with individual
and corporate incomes, which respond to real economic
growth and inflation. At the same time, outlays for many
Federal programs are directly linked to developments
in the economy. For example, most retirement and other
social insurance benefit payments are tied by law to con-
sumer price indices. Medicare and Medicaid outlays are
affected directly by the prices paid for medical services.
Interest on the debt is linked to market interest rates and
the size of the budget surplus or deficit, both of which in
turn are influenced by economic conditions. Outlays for
certain benefits such as unemployment compensation and
the Supplemental Nutrition Assistance Program vary
with the unemployment rate.

This sensitivity complicates budget planning because
differences in economic assumptions lead to changes in
the budget projections. Economic forecasting inherently
entails uncertainty. It is therefore useful to examine the
implications of changes in key economic assumptions.
Many of the budgetary effects of such changes are fair-
ly predictable and a set of general principles or “rules of
thumb” embodying these relationships can aid in estimat-
ing how changes in the economic assumptions would alter
outlays, receipts, and the surplus or deficit. These rules
of thumb should be understood as suggesting orders of
magnitude; they do not account for potential secondary
effects.

The rules of thumb show how the changes in economic
variables affect Administration estimates for receipts and
outlays, holding other factors constant. They are not a
prediction of how receipts or outlays would actually turn
out if the economic changes actually materialized. The
rules of thumb are based on a fixed budget policy which
does not account for how policymakers might change
taxes and spending should the economic outlook change
substantially. For example, unexpected downturns in
real economic growth, and attendant job losses, usually
give rise to legislative actions to stimulate the economy
with additional countercyclical policies. Also, the rules
of thumb do not reflect certain “technical” changes that
often accompany the economic changes. For example,
changes in capital gains realizations often accompany
changes in the economic outlook. On the spending side of
the budget, the rules of thumb do not capture changes in
deposit insurance outlays, even though bank failures are
generally associated with weak economic growth and ris-
ing unemployment.

Economic variables that affect the budget do not always
change independently of one another. Output and employ-
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ment tend to move together in the short run: a high rate
of real GDP growth is generally associated with a declin-
ing rate of unemployment, while slow or negative growth
is usually accompanied by rising unemployment, a rela-
tionship known as Okun’s Law. In the long run, however,
the rate of growth of real GDP reflects mainly the rates of
growth of productivity and the labor force because cycli-
cal changes tend to offset each other over the longer term.
Expected inflation and interest rates are also closely in-
terrelated: a higher expected rate of inflation increases
nominal interest rates, while lower expected inflation re-
duces them.

Changes in real GDP growth or inflation have a much
greater cumulative effect on the budget if they are sus-
tained for several years than if they last for only one year.
However, even temporary changes can have lasting ef-
fects if they permanently raise or lower the level of the
tax base or the level of Government spending. Moreover,
temporary economic changes that affect the deficit or sur-
plus change the level of the debt, affecting future interest
payments. Highlights of the budgetary effects of these
rules of thumb are shown in Table 2-4.

For real growth and employment:

® The first block shows the effect of a temporary re-
duction in real GDP growth by one percentage point
sustained for one year, followed by a recovery of GDP
to the base-case level (the Budget assumptions) over
the ensuing two years. In this case, the unemploy-
ment rate is assumed to rise by one-half percentage
point relative to the Budget assumptions by the end
of the first year, then return to the base case rate
over the ensuing two years. After real GDP and the
unemployment rate have returned to their base case
levels, most budget effects vanish except for persis-
tent out-year interest costs associated with larger
near-term deficits.

® The second block shows the effect of a reduction in
real GDP growth by one percentage point sustained
for one year, with no subsequent recoupment of the
lost growth, accompanied by a permanent increase in
the natural rate of unemployment (and of the actual
unemployment rate) of one-half percentage point rel-
ative to the Budget assumptions. In this scenario, the
level of GDP and taxable incomes are permanently
lowered by the reduced growth rate in the first year.
For that reason and because unemployment is per-
manently higher, the budget effects (including grow-
ing interest costs associated with larger deficits) con-
tinue to grow in each successive year.

® The budgetary effects are much larger if the growth
rate of real GDP is permanently reduced by one per-
centage point even leaving the unemployment rate
unchanged, as might result from a shock to produc-
tivity growth. These effects are shown in the third
block. In this example, the cumulative increase in
the budget deficit is many times larger than the ef-
fects in the first and second blocks.

For inflation and interest rates:

® The fourth block shows the effect of a one percent-

age point higher rate of inflation and one percent-
age point higher nominal interest rates maintained
for the first year only. In subsequent years, the price
level and nominal GDP would both be one percent-
age point higher than in the base case, but interest
rates and inflation rates are assumed to return to
their base case levels. Receipts increase by some-
what more than outlays. This is partly due to the
fact that outlays for annually appropriated spend-
ing are assumed to remain constant when projected
inflation changes. Despite the apparent implication
of these estimates, inflation cannot be relied upon
to lower the budget deficit, mainly because policy-
makers have traditionally prevented inflation from
permanently eroding the real value of spending.

In the fifth block, the rate of inflation and the level
of nominal interest rates are higher by one per-
centage point in all years. As a result, the price
level and nominal GDP rise by a cumulatively
growing percentage above their base levels. In this
case, again the effect on receipts is more than the
effect on outlays. As in the previous case, these re-
sults assume that annually appropriated spending
remains fixed under the discretionary spending
limits. Over the time period covered by the budget,
leaving the discretionary limits unchanged would
significantly erode the real value of this category
of spending.

The effects of a one percentage point increase in in-
terest rates alone are shown in the sixth block. The
outlay effect mainly reflects higher interest costs
for Federal debt. The receipts portion of this rule-
of-thumb is due to the Federal Reserve’s deposit of
earnings on its securities portfolio and the effect of
interest rate changes on both individuals’ income
(and taxes) and financial corporations’ profits (and
taxes).

The seventh block shows that a sustained one per-
centage point increase in inflation in the CPI and
GDP price index decreases cumulative deficits sub-
stantially, due in part to the assumed erosion in the
real value of appropriated spending. Note that the
separate effects of higher inflation and higher in-
terest rates shown in the sixth and seventh blocks
do not sum to the effects for simultaneous changes
in both shown in the fifth block. This is because the
gains in budget receipts due to higher inflation result
in higher debt service savings when interest rates
are also assumed to be higher in the fifth block than
when interest rates are assumed to be unchanged in
the seventh block.

The last entry in the table shows rules of thumb for
the added interest cost associated with changes in
the budget deficit, holding interest rates and other
economic assumptions constant.
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Table 2-4. SENSITIVITY OF THE BUDGET TO ECONOMIC ASSUMPTIONS

(Fiscal years; in billions of dollars)

Total of
Budget effect I.EQf(f)e105tE
2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 2025
Real Growth and Employment:
Budgetary effects of 1 percent lower real GDP growth:
(1) For calendar year 2015 only, with real GDP recovery in
2015-17:
Receipts -189| -30.1| -136| -1.3 0.3 0.3 0.3 0.3 0.2 0.3 0.2 -62.1
Outlays 5.6 14.3 8.1 2.8 2.9 3.2 3.3 3.4 3.6 3.7 3.8 54.7
Increase in defiCit (+) ... 245 444 217 4.1 26 2.8 3.0 32 34 34 36 116.8
(2) For calendar year 2015 only, with no subsequent
recovery:
RECEIPES ..ot -189| -402| -46.0 -484| -511| -539| -57.1| -604| -63.8 —67.2| -70.6| -577.7
OUHIAYS oo 5.6 17.4 21.1 24.3 27.7 31.0 34.5 38.5 42.9 47.5 52.4 342.9
Increase in defiCit (+) «ovveereeereereneiresereeeeesees 245 57.6 67.1 72.8 78.8 84.9 91.6 98.9| 106.7 1147 123.0 920.6
(3) Sustained during 2015-2025, with no change in
unemployment:
Receipts -19.1| -62.4| -116.5| -175.4| -239.6| -308.8| -384.7| —467.1| -556.6| —652.9| -753.9| -3,737.1
Outlays -0.1 0.1 2.2 6.6 132| 223 336 47.6 64.2| 84.0/ 106.7 380.4
Increase in dfiCit (+) .veevverrerrerreeieerreeeeeseeseeneeens 19.0 625/ 118.7| 182.0| 252.8| 331.1| 4183| 5147 6208/ 7369 860.6| 4,117.6
Inflation and Interest Rates:
Budgetary effects of 1 percentage point higher rate of:
(4) Infllation and interest rates during calendar year 2015
only:
RECEIPS ..o 26.6 55.7 54.7 515 54.4 57.3 60.6 63.9 67.2 70.8 74.0 636.6
OUIAYS ..o 27.3| 447|384 38.3 382 381 36.2 36.5 345 344| 3847 401.0
Decrease in deficit (-) 07| -11.0| -166| -132| -16.2| -19.3] -24.3| -274| -32.6| -36.4| -394| -235.6
(5) Inflation and interest rates, sustained during 2015-2025:
Receipts 26.6 86.5| 148.2| 208.2| 277.0| 356.9| 4432| 5348 6351 7436 8585 4,318.6
Outlays 25.3 751 119.9] 1625| 207.2| 252.8| 297.5| 346.9| 390.0 432.1| 484.8| 2,794.1
Decrease in defiCit (=) ... -1.3| -114| -283| -457| -69.8| -104.1| -145.7| -187.8| -245.1| -311.6| -373.7| -1,524.5
(6) Interest rates only, sustained during 2015-2025:
Receipts 74| 242 33.0 34.9 39.2| 481 54.8 59.0 63.0 66.3] 69.1 499.0
Outlays ....... 15.0 44.4 68.0 87.8| 106.4| 125.1| 141.7| 158.0/ 1722| 186.6] 200.1 1,305.4
Increase in defiCit (+) ..veeevereereeererieereeereereserieeens 76| 202 35.0 52.9 672 770, 868 99.0/ 109.3| 120.3] 131.0 806.4
(7) Inflation only, sustained during 2015-2025:
RECEIPS ..ot 19.1 61.9] 1146 172.4| 2365 307.1| 386.3| 473.3| 569.1| 673.8| 7852 3,799.4
OUHAYS oot 10.3 31.1 52.9 76.6| 104.1] 1329| 163.4| 199.7] 2324 264.7| 309.6] 15778
Decrease in deficit (-) ... -8.8| -309| -617| -95.8| -1324| -174.3| -222.8| -273.6| -336.7| —409.0| -475.7| -2,221.7
Interest Cost of Higher Federal Borrowing:
(8) Outlay effect of $100 billion increase in borrowing in 2015 ... 0.1 11 2.3 3.0 35 39 4.2 44 4.6 4.8 4.9 36.7

The unemployment rate is assumed to be 0.5 percentage point higher per 1.0 percent shortfall in the level of real GDP.

The effects of changes in economic assumptions in the
opposite direction are approximately symmetric to those
shown in the table. The impact of a one percentage point
lower rate of inflation or higher real growth would have
about the same magnitude as the effects shown in the
table, but with the opposite sign.

Forecast Errors for Growth,
Inflation, and Interest Rates

As discussed in the previous section, the single most
important variable that affects the accuracy of the budget

projections is the forecast of the growth rate of real GDP.
The rate of inflation and the level of interest rates also
have substantial effects on the accuracy of projections.
Table 2-5 shows errors in short- and long-term projections
in past Administration forecasts, and compares these er-
rors to those of CBO and the Blue Chip Consensus of
private forecasts for real GDP, inflation and short-term
interest rates.’

5Two-year errors for real GDP and the GDP price index are the
average annual errors in percentage points for year-over-year growth
rates for the current year and budget year. For interest rates, the error
is based on the average error for the level of the 91-day Treasury bill
rate for the two-year and six-year period. Administration forecasts are
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Table 2-5. FORECAST ERRORS, JANUARY 1982-PRESENT

REAL GDP ERRORS

2-Year Average Annual Real GDP Growth Admin. CBO| Blue Chip
MEAN EITOF ..ottt 0.1 -0.2 0.2
Mean ADSOIULE EITOF ........ccuuuieierireiciescseisesei i 1.1 1.1 1.1
Root Mean Square EIOr ... 15 1.4 1.5

6-Year Average Annual Real GDP Growth
MEAN EITO ..ottt sssnes 0.3 0.0 0.0
Mean Absolute Error 0.9 0.9 0.9
Root Mean SqQuare EIOr ... 1.1 12 1.2

INFLATION ERRORS

2-Year Average Annual Change in the GDP Price IndeX .......ccuusuues Admin. CBO| Blue Chip
MEAN EITO ..ottt sssnes 0.3 0.2 0.4
Mean ADSOIUE EITOF ..o 0.7 0.7 0.7
Root Mean SQUAre EIOr .........ocvierireeinerineieeissesesisessisesissenns 0.8 0.9 0.8

6-Year Average Annual Change in the GDP Price Index
MEAN EITOF ..ot 0.4 05 0.7
Mean ADSOIULE EITOF ........ccucuiieerreieescsese st 0.6 0.7 0.9
Root Mean SqUare EIOr ... 0.8 0.9 1.0

INTEREST RATE ERRORS

2-Year Average 91-Day Treasury Bill Rate Admin. CBO| Blue Chip
MEAN EITOF ..ot 0.3 04 0.6
Mean ADSOIULE EITOF ........cocucuieieereieercseseei st 1.0 0.8 1.0
Root Mean SqUare EIOr .......cvrenrnrssisssssssssessesssssessessennns 1.2 1.1 1.2

6-Year Average 91-Day Treasury Bill Rate
MEAN EITOF ..ottt ssnnes 0.6 1.1 1.3
Mean ADSOIUE EITOT ..o 1.2 1.3 1.4
Root Mean Square EIOr ... 1.5 1.6 1.7

In the forecasts made since 1982, over a two-year ho-
rizon, the average error in projecting the annual real
GDP growth rate was near zero for the Administration,
but over a six-year horizon growth was slightly overes-
timated. Over the two-year period, growth was slightly
underestimated by the CBO and Blue Chip. Overall, the
differences between the three forecasters were minor. The
mean absolute error in the annual average growth rate
was about 1.5 percentage point per year for all forecast-
ers for two-year projections and was about one-quarter
smaller for all three for the six-year projections. The
greater accuracy in the six-year projections could reflect
a tendency of real GDP to revert at least partly to trend,
though professional opinions on whether GDP growth is
mean reverting are mixed. Another way to interpret the
result is that it is hard to predict GDP around turning
points in the business cycle, but somewhat easier to proj-
ect the six-year growth rate based on assumptions about
the labor force, productivity, and other supply-side factors
that affect GDP.

from the budgets released starting in February 1982 (1983 Budget) and
through February 2012 (2013 Budget), so that the last year included in
the projections is 2013. The six-year forecasts are constructed similarly,
but the last forecast used is from February 2008 (2009 Budget). CBO
forecasts are from “The Budget and Economic Outlook” publications in
January each year, and the Blue Chip forecasts are from their January
projections.

Inflation, as measured by the GDP price index, was
overestimated by all forecasters (with Blue Chip having
the largest errors) for both the two-year and six-year pro-
jections, with larger errors for the six-year projections.
This reflects the gradual disinflation over the 1980s and
early 1990s, which was greater than most forecasters ex-
pected. Average errors for all three sets of forecasts since
1994 were close to zero (not shown).

The nominal interest rate on the 91-day Treasury bill
was also overestimated by all three forecasters, with
errors larger for the six-year time horizon. Again this re-
flects the secular decline in nominal interest rates over
the past 30 years, reflecting lower inflation for most of
the period as well as a decline in real interest rates since
2000 resulting from weakness in the economy and Federal
Reserve policy. The average errors were somewhat less
for the Administration than for CBO and the Blue Chip
forecasts.

Uncertainty and the Deficit Projections

The accuracy of the Administration’s budget projections
depends not only on the accuracy of economic projections,
but also on technical factors and the differences between
proposed policy and enacted legislation. Table 2-6 shows
total deficit errors as a percentage of GDP for the current-
year forecast in each year’s budget as well as the errors
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Table 2-6. DIFFERENCES BETWEEN ESTIMATED AND ACTUAL SURPLUSES
OR DEFICITS FOR FIVE-YEAR BUDGET ESTIMATES SINCE 1986
(As a percent of GDP)

estimate

Current year |Budget year
estimate

Average difference’ ............cccooorreveeiininnnnniens 0.6
Average absolute difference? ...........ccoooovevveees 0.9
Standard deviation ..o 0.9
Root Mean Squared EITor .......c..cccoceevrrrennns 1.1

Estimate for budget year plus
One year | Two years |Three years | Four years
(BY+1) (BY+2) (BY+3) (BY+4)
-0.4 -1.3 -1.8 2.2 -2.5
1.4 2.2 2.8 32 35
1.9 2.7 3.1 33 3.2
1.9 3.0 3.6 4.0 4.1

1 A positive figure represents an overestimate of the deficit or an underestimate of the surplus.
2 Average absolute difference is the difference without regard to sign.

for the budget year and four following years. As expected,
the size of the average absolute errors increases the far-
ther ahead in the future for which the year the projection
is made. Average errors have overestimated the current
year’s deficit, but have underestimated future years by
increasing amounts. The error measures can be used to
show a probabilistic range of uncertainty of what the
range of deficit outcomes may be over the next five years
relative to the Administration’s deficit projection. Chart
2-1 shows this cone of uncertainty, which is constructed
under the assumption that future forecast errors would
be governed by the normal distribution with a mean of
zero and standard error equal to the root mean squared
error, as a percent of GDP, of past forecasts. The deficit is
projected to be 2.5 percent of GDP in 2020, but has a 90
percent chance of being within a range of a surplus of 2.8
percent of GDP and a deficit of 7.7 percent of GDP.

Structural and Cyclical Deficits

As shown above, the budget deficit is highly sensitive
to the business cycle. When the economy is operating be-
low its potential and the unemployment rate exceeds the

level consistent with stable inflation, receipts are lower,
outlays are higher, and the deficit is larger than it would
be otherwise. These features serve as “automatic stabi-
lizers” for the economy by restraining output when the
economy threatens to overheat and cushioning economic
downturns. They also make it hard to judge the overall
stance of fiscal policy simply by looking at the unadjusted
budget deficit.

An alternative measure of the budget deficit is the
structural deficit. This measure provides a more useful
perspective on the stance of fiscal policy than does the un-
adjusted budget deficit. The portion of the deficit traceable
to the response of the automatic stabilizers to the effects
of the business cycle is called the cyclical component. The
remaining portion of the deficit is called the structural
deficit. The structural deficit is a better gauge of the un-
derlying stance of fiscal policy than the unadjusted deficit
because it removes most of the effects of the business cy-
cle. So, for example, the structural deficit would include
fiscal policy changes such as the 2009 Recovery Act, but
not the automatic changes in unemployment insurance or
reduction in tax receipts that would have occurred with-
out the Act.

Chart 2-1. Range of Uncertainty for the

Percent of GDP BUdget Deficit
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Table 2-7. THE STRUCTURAL BALANCE

(Fiscal years; in billions of dollars)

2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025
Unadjusted surplus () or defiCit .........ccccouuricnmriiiiniinens 680 485 583 474 463 479 518 554 600 626 635 639 687
Cyclical cComPONeNt ..........ccueemrerrererrseeeereeseens 344 308 241 156 74 24 -6 -10 3 -1 0 0 0
Structural surplus (=) or deficit ..o, 335 176 342 318 389 455 523 564 598 627 634 639 687
(Fiscal years; percent of Gross Domestic Product)
Unadjusted surplus (=) or defiCit .......c.cocevervinerninninninns 41 2.8 3.2 25 2.3 2.3 2.4 25 2.6 2.6 25 2.4 25
Cyclical ComMPONENt .........ccueverimerireierireierireissiesineiens 2.1 1.8 1.3 0.8 0.4 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Structural surplus (-) or deficit 2.0 1.0 1.9 1.7 2.0 2.2 24 25 25 2.6 25 24 25
CHANGE IN STRUCTURAL DEFICIT (FISCAL DRAG) .. -1.0 09 -0.2 0.3 0.2 0.2 0.1 0.0 00| -0.1 -0.1 0.1

NOTE: The NAIRU is assumed to be 5.2%.

Estimates of the structural deficit, shown in Table 2-7,
are based on the historical relationship between changes
in the unemployment rate and real GDP growth, as well
as relationships of unemployment and real GDP growth
with receipts and outlays. These estimated relationships
take account of the major cyclical changes in the economy
and their effects on the budget, but they do not reflect
all the possible cyclical effects on the budget because
economists have not been able to identify the cyclical fac-
tor in some of these other effects. For example, the sharp
decline in the stock market in 2008 pulled down capital
gains-related receipts and increased the deficit in 2009
and beyond. Some of this decline is cyclical in nature, but
economists have not identified the cyclical component of
the stock market with any precision and, for that reason,
all of the stock market’s effect on capital gains receipts is
counted in the structural deficit.

Another factor that can affect the deficit and is related
to the business cycle is labor force participation. Since
the official unemployment rate does not include workers
who have left the labor force, the conventional measures
of potential GDP, incomes, and Government receipts un-
derstate the extent to which potential work hours are
under-utilized because of a decline in labor force par-
ticipation. The key unresolved question here is to what
extent changes in labor force participation are cyclical
and to what extent they are structural. By convention,
in estimating the structural budget deficit, all changes in
labor force participation are treated as structural, which
probably understates the cyclical contribution to changes
in deficits.

There are also lags in the collection of tax revenue that
can delay the impact of cyclical effects beyond the year in
which they occur. The result is that even after the unem-

ployment rate has fallen, receipts may remain cyclically
depressed for some time until these lagged effects have
dissipated. The recent recession added substantially to
the estimated cyclical component of the deficit, but for all
the reasons stated above, the cyclical component is prob-
ably understated. As the economy recovers, the cyclical
deficit is projected to decline and turns negative after
unemployment falls below 5.2 percent, the level assumed
to be consistent with stable inflation. During that period,
the structural deficit exceeds the total deficit. The esti-
mated cyclical component returns to zero in the out years
as unemployment returns to 5.2 percent, leaving only the
structural deficit.

Despite these limitations, the distinction between cy-
clical and structural deficits is helpful in understanding
the path of fiscal policy. The large increase in the deficit in
2009 and 2010 is due to a combination of both components
of the deficit. There was a large increase in the cyclical
component because of the rise in unemployment. That is
what would be expected considering the severity of the
recent recession. In addition, there was a large increase in
the structural deficit because of the policy measures tak-
en to combat the recession. This reflects the Government’s
decision to make active use of fiscal policy to lessen the
severity of the recession and to hasten economic recov-
ery. The structural deficit shrank by seven percentage
points between 2009 and 2014, reflecting the relatively
sharp fiscal tightening measures taken during that peri-
od. Between 2015 and 2018, the cyclical component of the
deficit is projected to decline sharply and falls below zero
as the economy recovers at an above-trend rate of GDP
growth and the unemployment rate declines temporarily
to 4.8 percent.
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When the current Administration took office, budget
deficits and debt were rising sharply, primarily as a re-
sult of the Great Recession. Revenues as a share of Gross
Domestic Product (GDP) were at their lowest level since
1950, and spending on countercyclical programs had also
risen sharply.

As a result of both economic recovery and policy chang-
es, deficits have since fallen rapidly. Last year’s deficit
(2.8 percent of GDP) was less than one third the size of
the deficit the President inherited, reflecting the fastest
sustained deficit reduction since just after World War II.
Both the Administration and the Congressional Budget
Office (CBO) now project that deficits over the next few
years will remain around 3 percent of GDP (even without
additional changes in policy), roughly the level consistent
with a stable debt-to-GDP ratio.

In the wake of this progress in reducing near-term defi-
cits, some observers have questioned whether there has
been comparable progress in reducing medium- and, es-
pecially, long-term deficits. While the detailed estimates
of receipts and outlays in the President’s Budget extend
only 10 years, this chapter reviews the longer-term bud-
get outlook, both under a continuation of current policies
and under the policies proposed in the Budget. The analy-
sis finds:

® [egislation and other developments since 2010 have

not only improved near-term projections, they have
also substantially improved the medium- and long-
term budget outlook.

® The most significant sources of progress are lower
projected health spending (revised in light of the his-
torically slow health care cost growth rates of the
last several years), discretionary policy changes, and
revenue increases enacted in the American Taxpay-
er Relief Act of 2012 (ATRA).

® Enacted policy changes, while significant, are insuf-
ficient to stabilize debt over the next 10 or 25 years.
Additional changes of about 1.1 percent of GDP are
needed to achieve fiscal sustainability over the 25-
year horizon.

® The deficit reduction proposed in the President’s
Budget is sufficient to achieve fiscal sustainability.
With the Budget’s proposals for health, tax, and im-
migration reforms and other policy changes, debt as
a share of GDP declines modestly over the next de-
cade and stabilizes after that.

The projections discussed in this chapter are highly un-
certain. As highlighted below, small changes in economic
or other assumptions can make a large difference to the
results. This is even more relevant for projections over
longer horizons. For this reason, the chapter focuses pri-

marily on 25-year projections, although it also provides
budget estimates for a 75-year period, as well as results
under different economic assumptions and for different
policy scenarios.

The chapter also discusses the status of the Social
Security and Medicare Hospital Insurance trust funds,
which are financed from dedicated revenue sources. The
2016 Budget would extend the life of both the Social
Security and Medicare trust funds, through immigration
reform and health savings proposals, respectively. Still,
additional measures would be needed to achieve 75-year
trust fund solvency.

The Basis for the Long-Run Projections

For the 10-year budget window, the Administration pro-
duces both baseline projections, which show how deficits
and debt would evolve under current policies, and projec-
tions showing the impact of proposed policy changes. Like
the budget baseline more generally, long-term projections
should provide policymakers with information about
the Nation’s expected fiscal trajectory in the absence of
spending and tax changes. For this reason, the baseline
long-term projections in this chapter assume that current
policy continues for Social Security, Medicare, Medicaid,
other mandatory programs, and revenues.! (See the ap-
pendix for details.)

In the case of discretionary spending, it is less clear
how to implement a continuation of current policy in
the absence of statutory caps, both the Administration’s
and CBO’s 10-year baselines assume that discretionary
funding levels generally grow slightly above the rate of in-
flation (about 2.5 percent per year). Long-run projections
sometimes assume that discretionary funding remains
constant as a share of the economy, implying long-run
growth of a little over 4 percent per year. Meanwhile,
discretionary funding has failed to even keep pace with
inflation, falling by 11 percent in real terms over the past
four years.

The projections here adopt an intermediate approach,
assuming that real per-person discretionary funding
remains constant over the long run, which implies an
annual growth rate of about 3 percent. For the many dis-
cretionary programs that provide services to individuals,
it is reasonable to define current policy as maintain-

IThe long-run baseline projections are consistent with the Budget’s
adjusted baseline concept, which departs from current law in two main
respects: it assumes continuation of certain tax credits enacted in 2009
but scheduled to expire at the end of calendar year 2017, and it assumes
that the Medicare Sustainable Growth Rate (SGR) physician payment
reductions do not occur. If Congress continues to pay for SGR relief, as
has occurred over the last few years, the projections would be modestly
too pessimistic. The Budget’s adjusted baseline concept is explained in
more detail in Chapter 25, “Current Services Estimates,” in this volume.
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Chart 3-1. Publicly Held Debt Under
Continuation of Current Policies
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ing the same level of services for the same share of the
population, which can be approximated by holding real
per-person discretionary funding constant. In contrast,
holding discretionary spending constant as a share of
GDP effectively assumes large increases in per-person
service levels over time, as well as large increases in real
funding levels for national defense, research, infrastruc-
ture, and other public goods.

Long-Run Projections Under
Continuation of Current Policies

Chart 3-1 shows the path of debt as a share of GDP
under continuation of current policies, without the poli-
cy changes proposed in the President’s Budget. Over the
next 10 years, debt rises modestly from 74 percent of GDP
last year to 81 percent of GDP in 2025. Beyond the 10-
year horizon, debt increases more sharply, reaching 103
percent of GDP by 2040.

The key drivers of that increase are an aging popula-
tion, health care cost growth, and insufficient revenues to
keep pace with these trends.

Aging population. — Over the next 10 years, an ag-
ing population will put significant pressure on the budget.
In 2008, when the oldest members of the baby boom gen-
eration became eligible for early retirement under Social
Security, the ratio of workers to Social Security benefi-
ciaries was 3.2. By the end of the 10-year budget window,
that ratio will fall to 2.4, and it will reach about 2.1 in the
early 2030s, at which point most of the baby boomers will
have retired.

With fewer active workers paying taxes and more re-
tired workers eligible for Social Security, Medicare, and
Medicaid (including long-term care), budgetary pres-
sures will increase. Social Security program costs will
grow from 4.9 percent of GDP today to 5.9 percent of GDP
by 2040, with about two thirds of that growth occurring

2000 2010 2020 2030 2040

within the 10-year budget window. Likewise, even if per-
beneficiary health care costs grew at the same rate as
GDP per capita, Medicare and Medicaid costs would still
increase substantially as a share of GDP, due solely to the
aging population.

Health costs. — Health care costs per capita have ris-
en much faster than per-capita GDP growth for decades,
leading both public and private spending on health care
to increase as a share of the economy. However, the last
few years have seen a sharp departure from long-term
trends, with per-capita health costs growing in line with
per-capita GDP, and per-beneficiary costs for Medicare
growing more slowly than per-capita GDP. While some of
the slowdown reflects the Great Recession and its after-
math, there is strong evidence that a portion of it is the
result of structural changes. For example, since Medicare
beneficiaries are typically retired or disabled, Medicare
costs tend to be less sensitive to economic conditions than
overall health spending. But Medicare cost growth has
slowed in line with the overall slowdown in health care
costs, suggesting that the recession was not the prima-
ry driver of the recent slowdown, particularly in public
programs.

Based on projections of Medicare enrollment and ex-
penditures included in the 2014 Medicare Trustees
Report, the projections here assume that Medicare per-
beneficiary spending growth will accelerate over the next
few years, with the growth rate averaging about 0.8 per-
centage points above the growth rate of per-capita GDP
over the next 25 years.2 (This average growth rate is still
below the historical average for the last 25 years.) Under
these assumptions, Medicare and Medicaid costs increase
by a total of 2.6 percentage points as a share of GDP by
2040.

2 For this year’s report, the Trustees’ changed their projections to re-
flect a projected baseline scenario, which assumes that the sharp phy-
sician payment reductions required under the current-law sustainable
growth rate formula will be permanently overridden by lawmakers.
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Chart 3-2. Changes to Projected 2020 Deficit
Under Continuation of Current Policies
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Revenues. — Without any further changes in tax laws,
revenues will grow slightly faster than GDP over the long
run, but not fast enough to keep pace with the increase in
social insurance costs that results from an aging popula-
tion. The increase in revenues as a share of GDP occurs
because individuals’ real, inflation-adjusted incomes grow
over time, and so a portion of their income falls into higher
tax brackets. (Bracket thresholds are indexed for inflation
but do not grow in real terms.)

Other programs. — Other mandatory programs are
generally projected to decline relative to the size of the
economy and to consume a smaller share of revenues
over time. For example, spending on non-health safety
net programs will decline as incomes grow. Likewise, pen-
sion benefits for Federal workers will shrink as a share
of the economy as a result of reductions initiated in the
1980s. Overall, spending on mandatory programs outside
of health care and Social Security equals 16.7 percent of
revenues today, but is projected to equal 15.1 percent of
revenues by 2040. Likewise, discretionary spending will
consume a smaller share of revenues over time.

Fiscal Progress to Date

The deficit as a share of the economy began declining in
2010. Since then deficits have fallen rapidly, sharply improv-
ing the near-term budget outlook. Taking 2010 as the point
of departure, Charts 3-2 and 3-3 show that this progress ex-
tends to reducing medium- and long-term deficits and debt.

As Chart 3-2 shows, in the 2011 Mid-Session Review,
published in July 2010, the Administration projected a
2020 deficit of $1230 billion, or 5.1 percent of GDP under
continuation of current policies.3 The 2016 Budget projects

3 For comparability, all projections include continuation of the 2001
and 2003 tax cuts and Alternative Minimum Tax Relief and assume that
the Medicare SGR reductions do not take effect.

a baseline deficit of $739 billion, or 3.3 percent of GDP in
2020, a reduction of 1.9 percentage points or $491 billion
(40 percent). As shown in the chart, one major contribu-
tor to the improvement is lower than expected Federal
health spending. Revisions to health spending forecasts
based on the historically slow growth of the past several
years (and based on the assumption that only a portion of
the slowdown will continue) will save the Federal govern-
ment $262 billion in 2020, accounting for about half of the
net improvement in the deficit. Another important factor
is the high-income revenue increases enacted in ATRA
(about a fifth of the net improvement). Discretionary
spending restraint has also played a large role, although
the impact of sequestration is much less than the impact
of the pre-sequestration Budget Control Act cuts and less
than the savings from winding down wars.*

There has been a similar improvement in projected
long-term deficits and debt. Chart 3-3 shows the projected
path of debt as a share of GDP under current policies, as
of the 2011 Budget (February 2010) projection of current
policy, and as of today.® A few years ago, debt in 2040 was
projected to reach 149 percent of GDP. Today, it is pro-

4 To simplify the comparisons of projected health spending, these
comparisons start from the 2011 Mid-Session Review, following the en-
actment of the Affordable Care Act. However, the ACA itself also reduced
projected deficits. CBO estimated that the ACA would reduce the deficit
by $25 billion in 2020 and by over $1 trillion in the decade starting in
2023. These direct, scored effects of the ACA are separate from any con-
tributions to the broader health care cost growth slow-down, discussed
below.

5 The “2010 projections” are based on 2010 data and Trustees as-
sumptions but - for comparability - use the Administration’s current
methodology for long-term projections, in particular assuming that dis-
cretionary funding grows with inflation plus population growth. While
the Administration did not produce a comparable long-term projection
for the 2011 Mid-Session Review, the long-term projections from the
2011 Budget projection of current policy can be used to illustrate the
fiscal improvements achieved since 2010; the comparison relative to the
2011 Mid-Session Review would be qualitatively similar.
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Chart 3-3. Comparison of Publicly Held Debt
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jected to reach 103 percent of GDP. While it is difficult to
precisely decompose the contributing factors over long pe-
riods, the major drivers behind the improvement are the
same: lower projected health care costs, revenue increases
from ATRA, and lower discretionary spending.

The Fiscal Gap

One way to quantify the size of the Nation’s long-term
fiscal challenges is the “fiscal gap.” The fiscal gap is de-
fined as the present value of the combined increase in
taxes or reduction in non-interest spending needed to
keep the debt-to-GDP ratio stable over a given period
(more precisely, the present value adjustment required
for the debt-to-GDP ratio at the end of the period to equal
its level at the beginning of the period). If publicly held
debt at the end of the period is projected to be lower than
current debt, there is a fiscal surplus rather than a fiscal
gap.
Table 3-1 shows the 25-year fiscal gap under the base-
line projections, under the President’s policies, and as of
2010. Under the base case current policy projections, the
25-year fiscal gap is 1.1 percent of GDP. This means that
policy adjustments of about 1.1 percent of GDP would be
needed each year to put the Nation on a sustainable fiscal
course for the next two-and-a-half decades. For context,
this is equivalent to about half the legislated deficit re-
duction since 2010. In contrast, as of 2010, adjustments
of 2.4 percent of GDP would have been needed to achieve
the goal of stabilizing debt over 25 years. While the two
values are not strictly comparable (due to the different
25-year time periods), the difference underscores the sig-
nificant improvement in the fiscal outlook over the last
few years.

The Impact of 2016 Budget Policies on
the Long-Term Fiscal Outlook

The President’s 2016 Budget proposes non-interest
spending reductions and revenue increases equal to about
1.4 percent of GDP when fully in effect, sufficient to put
the Nation on a fiscally sustainable course over the next
25 years. As shown in Chart 3-4, over the 10-year budget
window, the Budget brings down deficits to about 2.5 per-
cent of GDP and modestly reduces the debt-to-GDP ratio.
Over the subsequent decade and a half, the debt-to-GDP
ratio remains stable at 73 percent of GDP. The Budget
policies result in a small 25-year fiscal surplus of 0.1 per-
cent of GDP.

Table 3-1. 25-YEAR FISCAL GAP (-)/SURPLUS (+)

UNDER BUDGET POLICIES
(Percent of GDP)

2011 Budget Continuation of Current Policies 24
2016 Budget Continuation of Current Policies -1.1
2016 Budget Policy 0.1
Breakdown of changes in 2016 Budget Policy:
HEAIN FOOIM ...t +0.3
TaX TEIOMM ..o s +0.3
IMMIGIration MEIOIM .........covververeiosiintieeieis st +0.1
OthEr PONCIES .......oveeveseiirississe sttt +0.5

In addition to paying for all new investments, the 2016
Budget reduces deficits and debt through health, tax, and
immigration reform.

Additional health reforms building on the
ACA.— As discussed above, the last few years have seen
historically slow growth in health care spending in both
Medicare and the private market. While the slowdown
reflects a variety of factors, there is evidence that the
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Chart 3-4. 2016 Budget Policies
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reforms enacted in the Affordable Care Act are already
contributing to this slowdown, as discussed below.

The 2016 Budget builds on the ACA with about $400
billion of additional health savings that will strengthen
the Medicare trust fund, create incentives for both provid-
ers and beneficiaries to choose more cost-effective methods
of care, and improve health care quality. The Budget also
backstops these savings with a proposal to strengthen the
Independent Payment Advisory Board (IPAB) by lowering
its target growth rate to 0.5 percentage points above per-
capita GDP growth.5

As shown in Chart 3-4 and Table 3-1, these reforms
have a large effect on the long-run budget outlook, reduc-
ing the fiscal gap by 0.3 percent of GDP.

Tax reform.— The Budget’s tax reform proposals in-
crease revenues by about $640 billion over the first 10
years by curbing inefficient tax benefits for high-income
households, as discussed in Chapter 12, “Governmental
Receipts,” of this volume. These tax reforms reduce the
fiscal gap by an additional 0.3 percent of GDP.

Commonsense immigration reform.— The 2016
Budget continues to propose commonsense, comprehen-
sive immigration reform that would strengthen border
security, modernize the legal immigration system, and
provide a path to earned citizenship. By adding younger
workers to the labor force, immigration reform would help
balance an aging population as the baby boom generation
retires. CBO estimates that the 2013 Senate-passed im-
migration bill would have reduced deficits by almost $1

6 The ACA established an Independent Payment Advisory Board
(IPAB) that is required to propose changes in Medicare should Medicare
per beneficiary cost growth exceed target growth rates specified in law;
such TPAB-proposed changes would take effect automatically, unless
overridden by the Congress. The Budget includes a proposal that would
strengthen the IPAB mechanism by lowering the target growth rate ap-
plicable for 2020 onward from GDP +1.0 percentage points to GDP +0.5
percentage points.

2020 2025 2030 2035 2040

trillion over 20 years. It would also boost economic growth
and strengthen Social Security.

The Budget’s 10-year projections include an allowance
for deficit reduction from immigration reform based on
the CBO estimate. The long-run projections are based on
CBO’s “second-decade” estimate extended as a constant
share of GDP from 2035 to 2040. As shown in Chart 3-4
and Table 3-1, higher immigration has a positive effect on
the budget, reducing the fiscal gap by an additional 0.1
percentage points.

Other 2016 Budget policies.— The remaining poli-
cies in the 2016 Budget reduce the fiscal gap by 0.5

Table 3-2. 25-YEAR FISCAL GAP (-)/SURPLUS (+)
UNDER ALTERNATIVE BUDGET SCENARIOS

(Percent of GDP)

2016 Budget Continuation of Current POliCIES ............cccceeerienriniireinireieciens -1
Health:

Excess cost growth averages 1.5% .........oceerreenerernerinernneisesesseseessneons -1.8

710 eXCeSS COSE GIOWEN ...t -0.5
Discretionary Outlays:

Grow With inflation .........ccceeerrrreceere e -1.0

GIOW With GDP ..ot -1.4
Revenues:

Income tax brackets are regularly iNCreased ...........cococveerereineeneninininnenns -1.3
Productivity and Interest: '

Prog:scéivity grows by 0.25 percentage point per year faster than the base 03

Productivity grows by 0.25 percentage point per year slower than the base ‘o

CASE ororeeaeesenrssees st -1.

TInterest rates adjust commensurately with increases or decreases in productivity.

percentage points. The Budget obtains these additional
savings from ending our combat mission in Afghanistan
and from additional spending reductions and tax changes
beyond those needed to pay for its investments in educa-
tion, infrastructure, research, and other areas.
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Chart 3-5. Alternative Productivity and
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Uncertainty and Alternative Assumptions

Future budget outcomes depend on a host of unknowns:
changing economic conditions, unforeseen international
developments, unexpected demographic shifts, and un-
predictable technological advances. These uncertainties
make even short-run budget forecasting quite difficult.
For example, a 90 percent confidence interval around the
budget’s five-year deficit projection extends from a deficit
of 7.7 percent of GDP to a surplus of 2.8 percent of GDP.

The longer budget projections are extended, the more
the uncertainties increase. Table 3-2 gives a sense of the
degree of uncertainty in the 25-year projections under
continuation of current policies. Under plausible alter-
native assumptions, the 25-year fiscal gap ranges from a
gap of 1.9 percent of GDP to a gap of 0.3 percent of GDP.
Alternative assumptions considered include:

Productivity and interest rates.—The rate of future
productivity growth has a major effect on the long-run
budget outlook (see Chart 3-5). Higher productivity
growth improves the budget outlook, because it adds di-
rectly to the growth of the major tax bases while having
a smaller effect on outlay growth. Meanwhile, produc-
tivity and interest rates tend to move together, but have
opposite effects on the budget. Economic growth theory
suggests that a 0.1 percentage point increase in produc-
tivity should be associated with a roughly equal increase
in interest rates.

Productivity growth is also highly uncertain. For much
of the last century, output per hour in nonfarm business
grew at an average rate of around 2.2 percent per year,
but there were long periods of sustained output growth at
notably higher and lower rates than the long-term aver-
age. The base case long-run projections assume that real
GDP per hour worked will grow at an average annual rate
of 1.8 percent per year, slower than the historical average,
and assumes interest rates on 10-year Treasury securi-

ties of 4.5 percent. The alternative scenarios highlight
the effect of raising and lowering the projected produc-
tivity growth rate by 0.25 percentage point and changing
interest rates commensurately. The 25-year fiscal gap
ranges from a fiscal gap of 0.3 percent of GDP in the high
productivity scenario to a gap of 1.1 percent of GDP in the
base case and 1.9 percent of GDP in the low productivity
scenario.

Health spending.—Health care cost growth repre-
sents another large source of uncertainty in the long-term
budget projections (see Chart 3-6). As noted above,
the baseline projections follow the Medicare Trustees
in assuming that Medicare per-beneficiary costs grow
an average of about 0.8 percentage points faster than
per-capita GDP growth over the next 25 years. But his-
torically, especially prior to 1990, health care costs grew
even more rapidly. Conversely, over the last few years,
per-capita health care costs have grown roughly in line
with GDP per-capita and even more slowly in Medicare
and Medicaid.

As noted above, there is evidence that a significant
portion of the recent decline in health care cost growth is
structural (rather than related to the recession), and that
the ACA is playing a contributing role, for example through
Medicare provider payment reforms and incentives for
hospitals to reduce readmissions. The ACA also enacted an
array of more fundamental delivery system reforms that
encourage efficient, high-quality care, including incentives
for the creation of accountable care organizations and the
launch of a wide variety of payment reform demonstra-
tions. Though in their early stages, these reforms have
generated promising early results and could have major
effects on health care quality and cost going forward.

Table 3-2 shows the large impact that either slower or
faster health care cost growth would have on the budget.
If health care cost growth averaged 1.5 percentage points,
instead of roughly 0.8 percentage points, faster than per-
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Chart 3-6. Alternative Health Care Costs
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capita GDP growth, the current policy 25-year fiscal gap
would increase from 1.1 to 1.8 percent of GDP. If health
care costs grew with GDP per capita, the 25-year fiscal
gap would be 0.5 percent of GDP.

Policy assumptions.— As evident from the discussion
of the 2016 Budget, policy choices will also have a large
impact on long-term budget deficits and debt. The current
base projection for discretionary spending assumes that
after 2025, discretionary spending grows with inflation
and population (see Chart 3—7). As discussed above, al-
ternative assumptions are to grow discretionary spending
with GDP or inflation. As shown in Table 3-2, the 25-year
fiscal gap increases from 1.1 percent of GDP in the base
case to 1.4 percent of GDP in the growth with GDP sce-
nario, and falls to 1.0 percent of GDP in the growth with
inflation scenario.

Chart 3-7. Alternative

Surplus(+)/Deficit(-) as a percent of GDP
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In the base case projection, tax receipts rise gradually
relative to GDP as real incomes rise, consistent with what
would occur under current law. Chart 3-8 shows alterna-
tive receipts assumptions. Assuming that Congress will
act to cut taxes to avoid the revenue increases associated
with rising incomes would bring about higher deficits and
publicly held debt. The 25-year fiscal gap rises from 1.1
percent of GDP in the base case to 1.3 percent of GDP in
the alternative case.

Finally, Chart 3-9 shows how uncertainties magnify
over a 75-year forecast horizon. As the chart shows, un-
der the baseline projections, without policy changes, debt
exceeds 100 percent of GDP by 2038 before starting a
slow decline in the very long run. Alternatively, assum-
ing a combination of slower productivity growth and
higher health care cost growth results in a debt explosion,
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Chart 3-8. Alternative Revenue Projections
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with debt-to-GDP reaching 460 percent by the end of the
window. Meanwhile, assuming a combination of higher
productivity growth and slower health care cost growth
results in the debt being completely paid off by 2061.

Despite the striking uncertainties, long-term pro-
jections are helpful in highlighting some of the known
budget challenges on the horizon, especially the impact of
an aging population. In addition, the projections highlight
the need for policy awareness and potential action to ad-
dress drivers of future budgetary costs.

Actuarial Projections for Social
Security and Medicare

While the Administration’s long-run projections fo-
cus on the unified budget outlook, Social Security and
Medicare Hospital Insurance benefits are paid out of

trust funds financed by dedicated payroll tax revenue.
Projected trust fund revenues fall short of the levels nec-
essary to finance projected benefits over the next 75 years.

The Social Security and Medicare Trustees’ reports
feature the actuarial balance of the trust funds as a sum-
mary measure of their financial status. For each trust
fund, the balance is calculated as the change in receipts
or program benefits (expressed as a percentage of taxable
payroll) that would be needed to preserve a small positive
balance in the trust fund at the end of a specified time pe-
riod. The estimates cover periods ranging in length from
25 to 75 years.

Table 3-3 shows the projected income rate, cost rate,
and annual balance for the Medicare HI and combined
OASDI trust funds at selected dates under the Trustees’
intermediate assumptions. Data from the 2012 and the
2013 reports are shown along with the latest data from

Chart 3-9. Long-Term Uncertainties
Publicly Held Debt as a Percent of GDP
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Table 3-3. INTERMEDIATE ACTUARIAL PROJECTIONS FOR OASDI AND HI
2013 ‘ 2020 ‘ 2030 ‘ 2040 ‘ 2080
Percent of Payroll
Medicare Hospital Insurance (HI)
Income Rate
2012 TruSteeS’ REPOM ....ouveiiiiieiie e 3.3 3.5 3.6 3.8 4.3
2013 TrUSIEES  REPOM ..ottt 3.3 3.4 3.6 3.7 4.2
2014 TrUSIEES’ REPOM ... 3.3 3.4 3.6 3.7 42
Cost Rate
2012 Trustees’ Report .... 3.7 3.6 47 55 6.3
2013 Trustees’ Report ... 3.6 3.5 4.4 5.2 5.9
2014 TruStEES' REPOM ....couveiirriicrieei e 3.6 3.3 4.2 4.8 5.6
Annual Balance
2012 TruStees’ REPOM .....cuvuiiiiiireirie e -04 -0.2 -1.0 -1.8 -2.0
2013 TrUSIEES  REPOM ...t -04 -0.1 -0.8 -14 -1.6
2014 TruSIEES’ REPOM ...t -0.3 * -0.6 -1.1 -14
Projection Interval: ........ccccovvevvireennn. 25 years| 50 years| 75 years
Actuarial Balance: 2012 Trustees’ REPOrt ........covvereereinererenensiireeseieeienns -0.7 -12 -1.4
Actuarial Balance: 2013 Trustees’ REpOrt ........cocvvvnieerneierinernrireineireeineens -0.6 -1.0 -1.1
Actuarial Balance: 2014 Trustees’ REpOr .........ccovvnieiniiniississinersriseiennees -04 -0.8 -0.9
Percent of Payroll
Old Age Survivors and Disability Insurance (OASDI)
Income Rate
2012 TrUStEES  REPOM ....ouveicriicei e 12.8 13.1 13.2 13.3 13.3
2013 TrUSIEES’ REPOM ..ot 12.7 13.0 13.1 13.2 13.2
2014 TrUSIEES’ REPOM ...t 12.8 13.0 13.2 13.2 13.3
Cost Rate
2012 TruSIEES’  REPOM ...t 14.0 14.4 17.0 17.4 17.6
2013 TruSIEES  REPOM ...t 14.0 14.3 16.5 17.0 17.8
2014 TRUSEEES  REPOM ...oveveverrereeerereee et 14.0 14.3 16.6 17.1 17.9
Annual Balance
2012 TruStEES  REPOM ....couveiirricirc e -1.1 -1.3 -3.8 -4.1 -4.3
2013 Trustees’ Report .... -13 -13 -34 -38 -45
2014 Trustees’ Report .... -12 -14 -35 -39 -4.6
Projection Interval: ........c.cooceenee 25 years| 50 years| 75 years
Actuarial Balance: 2012 Trustees’ Report ... -1.2 -2.3 -2.7
Actuarial Balance: 2013 Trustees’ Report ... -1.3 2.2 2.7
Actuarial Balance: 2014 Trustees’ REpOr .......c.covreniininiinnincmssinersriseieneees -1.5 24 -2.9

*0.05 percent or less.

Note: Values from the 2014 Medicare Trustees’ Report are not fully comparable to values for earlier years’ reports, as
2014 Medicare Trustees Report numbers are based on a projected baseline rather than a current law baseline.

the 2014 reports. Following the passage of the ACA in
2010, there have been major improvements in trust fund
solvency, although there is a continued imbalance in the
long-run projections of the HI program due to demograph-
ic trends and continued high per-person costs. In the
2012 Trustees’ report, Medicare HI trust fund costs as a
percentage of Medicare covered payroll were projected
to rise from 3.7 percent to 6.3 percent between 2013 and
2080 and the HI trust fund imbalance was projected to be
-2.0 percent in 2080. In the 2013 report, costs rose from
3.6 percent of Medicare taxable payroll in 2013 to 5.9 per-
cent in 2080 and the imbalance in the HI trust fund in
2080 was -1.6 percent. On average, the HI cost rate de-
clined slightly in the 2014 report compared with 2013. In

the 2014 report, HI costs rise from 3.6 percent of Medicare
taxable payroll in 2013 to 5.6 percent in 2080 and the
imbalance in the HI trust fund in 2080 is -1.4 percent.
The HI trust fund is now projected to become insolvent in
2030, versus 2017 in the last report before passage of the
ACA and 2026 in the 2013 projections.

Under the Medicare Modernization Act (MMA) of 2003,
the Medicare Trustees must issue a “warning” when
two consecutive Trustees’ reports project that the share
of Medicare funded by general revenues will exceed 45
percent in the current year or any of the subsequent six
years. For the first time since 2007, the 2014 Trustees’
Report did not include such a warning. The MMA requires
that, if there is a Medicare funding warning, the President
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submit proposed legislation responding to that warning,
within 15 days of submitting the Budget. In accordance
with the Recommendations Clause of the Constitution
and as the Executive Branch has noted in prior years,
the Executive Branch considers a requirement to propose
specific legislation to be advisory.

As aresult of reforms legislated in 1983, Social Security
had been running a cash surplus with taxes exceeding
costs up until 2009. This surplus in the Social Security
trust fund helped to hold down the unified budget defi-
cit. The cash surplus ended in 2009, when the trust fund
began using a portion of its interest earnings to cover
benefit payments. The 2014 Social Security Trustees’ re-
port projects that the trust fund will not return to cash
surplus, but the program will continue to experience an
overall surplus for several more years because of the in-
terest earnings. After that, however, Social Security will
begin to draw on its trust fund balances to cover current
expenditures. Over time, as the ratio of workers to re-
tirees falls, costs are projected to rise further from 14.0
percent of Social Security covered payroll in 2013 to 14.3
percent of payroll in 2020, 16.6 percent of payroll in 2030
and 17.9 percent of payroll in 2080. Revenues excluding
interest are projected to rise only slightly from 12.8 per-
cent of payroll today to 13.3 percent in 2080. Thus the
annual balance is projected to decline from -1.2 percent of

payroll in 2013 to -1.4 percent of payroll in 2020, -3.5 per-
cent of payroll in 2030, and -4.6 percent of payroll in 2080.
On a 75-year basis, the actuarial deficit is projected to be
-2.9 percent of payroll. In the process, the Social Security
trust fund, which was built up since 1983, would be drawn
down and eventually be exhausted in 2033. These projec-
tions assume that benefits would continue to be paid in
full despite the projected exhaustion of the trust fund to
show the long-run implications of current benefit formu-
las. Under current law, not all scheduled benefits would
be paid after the trust funds are exhausted. However,
benefits could still be partially funded from current rev-
enues. The 2014 Trustees’ report presents projections
on this point. Beginning in 2033, 77 percent of projected
Social Security scheduled benefits would be funded. This
percentage would eventually decline to 72 percent by
2088.

The 2016 Budget would improve the condition of both
trust funds. The health savings proposed in the Budget
would extend the life of the HI trust fund by approximately
five years, according to estimates by the Medicare Actuary.
Meanwhile, the Social Security Actuary estimated the
Senate-passed immigration bill would reduce the Social
Security shortfall by 8 percent, extending the life of the
trust fund by two years. Nonetheless, additional reforms
will be needed to restore 75-year solvency in both programs.

TECHNICAL NOTE: SOURCES OF DATA AND METHODS OF ESTIMATING

The long-run budget projections are based on demo-
graphic and economic assumptions. A simplified model of
the Federal budget, developed at OMB, is used to compute
the budgetary implications of these assumptions.

Demographic and economic assumptions.—For
the years 2015-2025, the assumptions are drawn from the
Administration’s economic projections used for the 2016
Budget. The economic assumptions are extended beyond
this interval by holding inflation, interest rates, and the
unemployment rate constant at the levels assumed in the
final year of the budget forecast. Population growth and
labor force growth are extended using the intermediate
assumptions from the 2014 Social Security Trustees’ re-
port. The projected rate of growth for real GDP is built
up from the labor force assumptions and an assumed rate
of productivity growth. Productivity growth, measured as
real GDP per hour, is assumed to equal its average rate of
growth in the Budget’s economic assumptions—1.8 percent
per year.

CPI inflation holds stable at 2.3 percent per year, the
unemployment rate is constant at 5.2 percent, the yield on
10-year Treasury notes is steady at 4.5 percent, and the
91-day Treasury bill rate is 3.5 percent. Consistent with
the demographic assumptions in the Trustees’ reports, U.S.
population growth slows from around 1 percent per year
to about two-thirds that rate by 2030, and slower rates of
growth beyond that point. By the end of the 75-year pro-
jection period total population growth is nearly as low as
0.4 percent per year. Real GDP growth is projected to be
less than its historical average of around 3.4 percent per
year because the slowdown in population growth and the

increase in the population over age 65 reduce labor supply
growth. In these projections, real GDP growth averages
between 2.1 percent and 2.3 percent per year for the period
following the end of the 10-year budget window.

The economic and demographic projections described
above are set by assumption and do not automatically
change in response to changes in the budget outlook. This
makes it easier to interpret the comparisons of alterna-
tive policies and is a reasonable simplification given the
large uncertainties surrounding the long-run outlook.

Budget projections.—For the period through 2025,
receipts and outlays in the baseline and policy projec-
tions follow the 2016 Budget’s adjusted baseline and
policy estimates respectively. After 2025, total tax receipts
rise gradually relative to GDP as real incomes also rise.
Discretionary spending grows at the rate of growth in infla-
tion plus population afterwards. Long-run Social Security
spending is projected by the Social Security actuaries us-
ing this chapter’s long-run economic and demographic
assumptions. Medicare benefits are projected based on a
projection of beneficiary growth and excess health care cost
growth from the 2014 Medicare Trustees’ report projected
baseline; for the policy projections, these assumptions are
then also adjusted to account for the Budget’s IPAB pro-
posal. Medicaid outlays are based on the economic and
demographic projections in the model, which assume excess
cost growth of approximately 1.2 percentage points above
growth in GDP per capita. Other entitlement programs
are projected based on rules of thumb linking program
spending to elements of the economic and demographic
projections such as the poverty rate.



4. FEDERAL BORROWING AND DEBT

Debt is the largest legally and contractually binding
obligation of the Federal Government. At the end of 2014,
the Government owed $12,780 billion of principal to the
individuals and institutions who had loaned it the money
to fund past deficits. During that year, the Government
paid the public approximately $271 billion of interest on
this debt. At the same time, the Government also held fi-
nancial assets, net of financial liabilities other than debt,
of $1,324 billion. Therefore, debt net of financial assets
was $11,455 billion.

The $12,780 billion debt held by the public at the end of
2014 represents an increase of $797 billion over the level
at the end of 2013. This increase is the result of the $485
billion deficit in 2014 and other financing transactions
totaling $313 billion. Debt held by the public increased
from 72.3 percent of Gross Domestic Product (GDP) at the
end of 2013 to 74.1 percent of GDP at the end of 2014.
Meanwhile, financial assets net of liabilities grew by $268
billion in 2014, so that debt held by the public net of finan-
cial assets increased by $529 billion during 2014. Debt net
of financial assets increased from 65.9 percent of GDP at
the end of 2013 to 66.4 percent of GDP at the end of 2014.
The deficit is estimated to increase to $583 billion, or 3.2
percent of GDP, in 2015, and to fall below 3 percent of
GDP starting in 2016. With deficits declining after 2015
and continued GDP growth, debt held by the public is pro-
jected to reach 75.1 percent of GDP at the end of 2015
and then to decline gradually in subsequent years, falling
to 73.3 percent at the end of 2025. Debt net of financial
assets is expected to increase to 66.9 percent of GDP at
the end of 2015, then similarly decline gradually in the
following years, falling to 63.7 percent of GDP at the end
of 2025.

Trends in Debt Since World War 11

Table 4-1 depicts trends in Federal debt held by the
public from World War II to the present and estimates
from the present through 2020. (It is supplemented for
earlier years by Tables 7.1-7.3 in the Budget’s histori-
cal tables, available as supplemental budget material.l)
Federal debt peaked at 106.1 percent of GDP in 1946, just
after the end of the war. From that point until the 1970s,
Federal debt as a percentage of GDP decreased almost ev-
ery year because of relatively small deficits, an expanding
economy, and unanticipated inflation. With households
borrowing large amounts to buy homes and consumer
durables, and with businesses borrowing large amounts
to buy plant and equipment, Federal debt also decreased
almost every year as a percentage of total credit market
debt outstanding. The cumulative effect was impressive.
From 1950 to 1975, debt held by the public declined from

1 The historical tables are available at http:/www.budget.gov/budget/
Historicals and on the Budget CD-ROM.

78.5 percent of GDP to 24.5 percent, and from 53.3 per-
cent of credit market debt to 18.4 percent. Despite rising
interest rates, interest outlays became a smaller share of
the budget and were roughly stable as a percentage of
GDP.

Federal debt relative to GDP is a function of the
Nation’s fiscal policy as well as overall economic condi-
tions. During the 1970s, large budget deficits emerged
as spending grew faster than receipts and as the econ-
omy was disrupted by oil shocks and rising inflation.
The nominal amount of Federal debt more than doubled,
and Federal debt relative to GDP and credit market debt
stopped declining after the middle of the decade. The
growth of Federal debt accelerated at the beginning of the
1980s, due in large part to a deep recession, and the ratio
of Federal debt to GDP grew sharply. It continued to grow
throughout the 1980s as large tax cuts, enacted in 1981,
and substantial increases in defense spending were only
partially offset by reductions in domestic spending. The
resulting deficits increased the debt to almost 48 percent
of GDP by 1993. The ratio of Federal debt to credit market
debt also rose, though to a lesser extent. Interest outlays
on debt held by the public, calculated as a percentage of
either total Federal outlays or GDP, increased as well.

The growth of Federal debt held by the public was slow-
ing by the mid-1990s. In addition to a growing economy,
three major budget agreements were enacted in the 1990s,
implementing spending cuts and revenue increases and
significantly reducing deficits. The debt declined mark-
edly relative to both GDP and total credit market debt,
from 1997 to 2001, as budget surpluses emerged. Debt fell
from 47.8 percent of GDP in 1993 to 31.4 percent of GDP
in 2001. Over that same period, debt fell from 26.4 per-
cent of total credit market debt to 17.6 percent. Interest
as a share of outlays peaked at 16.5 percent in 1989 and
then fell to 8.9 percent by 2002; interest as a percentage
of GDP fell by a similar proportion.

The impressive progress in reducing the debt burden
stopped and then reversed course beginning in 2002. A
decline in the stock market, a recession, and the initially
slow recovery from that recession all reduced tax receipts.
The tax cuts of 2001 and 2003 had a similarly large and
longer-lasting effect, as did the costs of the wars in Iraq
and Afghanistan. Deficits ensued and the debt began to
rise, both in nominal terms and as a percentage of GDP.
There was a small temporary improvement in 2006 and
2007 as economic growth led to a short-lived revival of
receipt growth.

As a result of the most recent recession, which began
in December 2007, and the massive financial and eco-
nomic challenges it imposed on the Nation, the deficit
began increasing rapidly in 2008. The deficit increased
substantially in 2009 as the Government continued to

31
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take aggressive steps to restore the health of the Nation’s
economy and financial markets. The deficit fell somewhat
in 2010, increased only slightly in 2011, and decreased in
each of 2012, 2013, and 2014. Under the proposals in the
Budget, the deficit is projected to increase in 2015 and
then to fall to below 3 percent of GDP starting in 2016.
Debt held by the public as a percent of GDP is estimated
to be 75.1 percent at the end of 2015, after which it de-
clines to 75.0 percent at the end of 2016 and continues to

decline gradually in subsequent years. Debt net of finan-
cial assets as a percent of GDP is estimated to grow to
66.9 percent at the end of 2015 and then fall to 66.5 per-
cent at the end of 2016 and continue to decline thereafter.

Debt Held by the Public and Gross Federal Debt

The Federal Government issues debt securities for
two main purposes. First, it borrows from the public

Table 4-1. TRENDS IN FEDERAL DEBT HELD BY THE PUBLIC
(Dollar amounts in billions)
Interest on the debt
Debt held by the  [Debt held by the public |held by the public as a
public: as a percent of: percent of:3
Fiscal Year
Credit
Current | FY 2014 market Total
dollars | dollars’ GDP debt? | outlays GDP
2419 2,383.8 106.1 N/A 7.4 1.8
219.0| 1,746.4 78.5 53.3 1.4 1.7
226.6| 1,588.0 55.7 432 7.6 1.3
236.8| 11,4705 44.3 337 8.5 1.5
260.8| 1,516.5 36.7 26.9 8.1 1.3
2832| 11,3722 27.0 20.8 7.9 15
394.7| 1,409.5 245 18.4 7.5 1.6
711.9| 1,769.3 25.5 18.6 10.6 2.2
1,507.3| 2,859.0 35.3 223 16.2 3.6
2,4116| 3,933.0 40.8 22.6 16.2 34
3,604.4| 51875 475 26.5 15.8 3.2
3,409.8| 4,523.8 336 19.1 13.0 2.3
45922| 54355 35.6 17.3 7.7 15
4829.0 5,536.0 35.3 16.7 8.9 1.7
5035.1| 5,619.5 35.2 16.1 9.2 1.8
5803.1| 6,345.2 39.3 17.5 8.7 1.8
7,544.7| 8,154.4 52.3 21.9 5.7 1.4
9,018.9| 9,663.0 60.9 25.5 6.6 15
10,128.2| 10,635.5 65.9 27.9 7.4 17
11,281.1] 11,634.8 70.4 29.8 6.6 14
11,982.7| 12,165.4 72.3 30.5 75 1.6
12,779.9| 12,779.9 741 31.3 7.7 1.6
2015 estimate 13,506.3| 13,326.4 75.1 N/A 7.5 1.6
2016 estimate 14,108.5| 13,702.9 75.0 N/A 8.5 1.8
2017 estimate ... 14,704.9| 14,030.7 74.6 N/A 9.7 2.1
2018 estimate ... 15,315.0| 14,335.7 743 N/A 10.7 2.3
2019 estimate ................ 15,959.2| 14,645.1 741 N/A 1.6 25
2020 ESHMALE ......oocviveiviecviieisieseeeseese e 16,634.7| 14,965.4 74.0 N/A 12.4 2.7

N/A = Not available.

"Debt in current dollars deflated by the GDP chain-type price index with fiscal year 2014 equal to 100.

2Total credit market debt owed by domestic nonfinancial sectors, modified in some years to be consistent with budget concepts for the
measurement of Federal debt. Financial sectors are omitted to avoid double counting, since financial intermediaries borrow in the credit
market primarily in order to finance lending in the credit market. Source: Federal Reserve Board flow of funds accounts. Projections are not

available.

3 Interest on debt held by the public is estimated as the interest on Treasury debt securities less the “interest received by trust funds”
(subfunction 901 less subfunctions 902 and 903). The estimate of interest on debt held by the public does not include the comparatively small
amount of interest paid on agency debt or the offsets for interest on Treasury debt received by other Government accounts (revolving funds

and special funds).
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to finance the Federal deficit.2 Second, it issues debt to
Federal Government accounts, primarily trust funds,
that accumulate surpluses. By law, trust fund surpluses
must generally be invested in Federal securities. The
gross Federal debt is defined to consist of both the debt
held by the public and the debt held by Government ac-
counts. Nearly all the Federal debt has been issued by
the Treasury and is sometimes called “public debt,” but a
small portion has been issued by other Government agen-
cies and is called “agency debt.”

Borrowing from the public, whether by the Treasury
or by some other Federal agency, is important because
it represents the Federal demand on credit markets.
Regardless of whether the proceeds are used for tan-
gible or intangible investments or to finance current
consumption, the Federal demand on credit markets has
to be financed out of the saving of households and busi-
nesses, the State and local sector, or the rest of the world.
Federal borrowing thereby competes with the borrowing
of other sectors of the domestic or international economy
for financial resources in the credit market. Borrowing
from the public thus affects the size and composition of
assets held by the private sector and the amount of sav-
ing imported from abroad. It also increases the amount
of future resources required to pay interest to the public
on Federal debt. Borrowing from the public is therefore
an important concern of Federal fiscal policy. Borrowing
from the public, however, is an incomplete measure of
the Federal impact on credit markets. Different types of
Federal activities can affect the credit markets in differ-
ent ways. For example, under its direct loan programs, the
Government uses borrowed funds to acquire financial as-
sets that might otherwise require financing in the credit
markets directly. (For more information on other ways in
which Federal activities impact the credit market, see the
discussion at the end of this chapter.)

Issuing debt securities to Government accounts per-
forms an essential function in accounting for the operation
of these funds. The balances of debt represent the cumula-
tive surpluses of these funds due to the excess of their tax
receipts, interest receipts, and other collections over their
spending. The interest on the debt that is credited to these
funds accounts for the fact that some earmarked taxes and
user charges will be spent at a later time than when the
funds receive the monies. The debt securities are assets of
those funds but are a liability of the general fund to the
funds that hold the securities, and are a mechanism for
crediting interest to those funds on their recorded balances.
These balances generally provide the fund with authority
to draw upon the U.S. Treasury in later years to make fu-

2 For the purposes of the Budget, “debt held by the public” is de-
fined as debt held by investors outside of the Federal Government, both
domestic and foreign, including U.S. State and local governments and
foreign governments. It also includes debt held by the Federal Reserve.

3 The term “agency debt” is defined more narrowly in the budget
than customarily in the securities market, where it includes not only the
debt of the Federal agencies listed in Table 4—4, but also certain Govern-
ment-guaranteed securities and the debt of the Government-Sponsored
Enterprises listed in Table 20-7 in the supplemental materials to the
“Credit and Insurance” chapter. (Table 20-7 is available on the Internet
at: http://www.budget.gov/budget/Analytical_Perspectives and on the
Budget CD-ROM.)

ture payments on its behalf to the public. Public policy may
result in the Government’s running surpluses and accumu-
lating debt in trust funds and other Government accounts
in anticipation of future spending.

However, issuing debt to Government accounts does not
have any of the credit market effects of borrowing from the
public. It is an internal transaction of the Government,
made between two accounts that are both within the
Government itself. Issuing debt to a Government account
is not a current transaction of the Government with the
public; it is not financed by private saving and does not
compete with the private sector for available funds in the
credit market. While such issuance provides the account
with assets—a binding claim against the Treasury—
those assets are fully offset by the increased liability of
the Treasury to pay the claims, which will ultimately be
covered by the collection of revenues or by borrowing.
Similarly, the current interest earned by the Government
account on its Treasury securities does not need to be fi-
nanced by other resources.

Furthermore, the debt held by Government accounts
does not represent the estimated amount of the account’s
obligations or responsibilities to make future payments to
the public. For example, if the account records the trans-
actions of a social insurance program, the debt that it
holds does not necessarily represent the actuarial pres-
ent value of estimated future benefits (or future benefits
less taxes) for the current participants in the program;
nor does it necessarily represent the actuarial present
value of estimated future benefits (or future benefits less
taxes) for the current participants plus the estimated
future participants over some stated time period. The
future transactions of Federal social insurance and em-
ployee retirement programs, which own 93 percent of the
debt held by Government accounts, are important in their
own right and need to be analyzed separately. This can be
done through information published in the actuarial and
financial reports for these programs.*

This Budget uses a variety of information sources to
analyze the condition of Social Security and Medicare, the
Government’s two largest social insurance programs. The
excess of future Social Security and Medicare benefits
relative to their dedicated income is very different in con-
cept and much larger in size than the amount of Treasury
securities that these programs hold.

For all these reasons, debt held by the public and debt
net of financial assets are both better gauges of the effect of
the budget on the credit markets than gross Federal debt.

Government Deficits or Surpluses
and the Change in Debt

Table 4-2 summarizes Federal borrowing and debt
from 2014 through 2025.5 In 2014 the Government bor-

4 Extensive actuarial analyses of the Social Security and Medicare
programs are published in the annual reports of the boards of trustees
of these funds. The actuarial estimates for Social Security, Medicare, and
the major Federal employee retirement programs are summarized in
the Financial Report of the United States Government, prepared annu-
ally by the Department of the Treasury in coordination with the Office
of Management and Budget.

5 For projections of the debt beyond 2025, see Chapter 3, “Long-Term



34 ANALYTICAL PERSPECTIVES

Table 4-2. FEDERAL GOVERNMENT FINANCING AND DEBT

(In billions of dollars)

Estimate

Actual
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Financing:
Unified budget defiCit ............coovrrerenerreerneirinis 4846| 5825 474.3| 462.8| 4789| 517.7| 5541 6005 6256/ 6349 638.6|] 686.8
Other transactions affecting borrowing from the

public:
Changes in financial assets and liabilities: !
Change in Treasury operating cash balance ... 69.9 AT ] ] ] ] ] ] ] | |

Net disbursements of credit financing
accounts:

Direct loan accounts
Guaranteed loan accounts

Troubled Asset Relief Program equity
purchase accounts ..o 5.7 -0.6 -0.1 -0.1 -0.2 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 =*

Subtotal, net disbursements ......... 128.2 102.8 129.0 134.8 132.3 127.6 122.5 114.9 111.2 111.6 109.0 108.1

Net purchases of non-Federal securities
by the National Railroad Retirement

121.5 95.8 131.9 137.5 133.4 129.3 124.6 118.8 116.7 119.3 117.4 116.1
12.4 7.6 -2.8 -2.6 -0.9 -1.6 -2.0 -3.8 -5.4 =17 -8.3 -8.0

Investment TrUSt ........cooeveerrereinnerrisiinnes 0.9 -0.3 -0.9 -0.9 -0.8 -0.7 -0.7 -0.7 -0.7 -0.5 -0.5 -0.4
Net change in other financial assets and
lIADITHES 2 ..vvvvoeevvereerieeserseeees s 1138] ] ] ] ] ] ] ] ]
Subtotal, changes in financial assets
and liabilities 312.8 144.2 128.2 133.9 131.5 126.9 121.7 114.2 110.5 111.1 108.5 107.6

Seigniorage on coins -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.4

Total, other transactions affecting
borrowing from the public .................. 3126 1439] 1279| 1336| 131.2] 1266| 1214] 1139 1102] 110.7] 108.1 107.3

Total, requirement to borrow from the
public (equals change in debt held by

the pUBIIC) ...evveevereeereeeeerecns 797.2| 7265 6022 596.4| 6100 6442 6755 714.3| 7358| 745.6| 746.8| 794.0
Changes in Debt Subject to Statutory Limitation:
Change in debt held by the public .........cccccccevunnee 7972| 7265 6022 596.4| 610.0) 6442 6755 714.3| 7358 7456 746.8| 794.0
Change in debt held by Government accounts ..... 277.9| 106.6|  104.1 164.8| 1652| 1257 97.3 85.7 43 16.1 327 -26.1
Less: change in debt not subject to limit and other
AAJUSIMENTS ..o 6.7 0.8 22 2.0 24 2.8 1.8 25 1.7 1.8 1.5 0.1
Total, change in debt subject to statutory
[IMILRHON .o 1,081.7| 833.9| 7084| 7632 777.7| 7728| 7746| 8025 741.8/ 7635 781.0 768.0
Debt Subject to Statutory Limitation, End of Year:
Debt issued by Treasury .........ccccoueriiniinnivinnis 17,768.2| 18,600.3| 19,306.7| 20,068.4| 20,844.9| 21,616.2| 22,389.2| 23,190.5| 23,931.2| 24,693.4| 25,473.5| 26,241.5
Less: Treasury debt not subject to limitation ()2 .. -146| -12.8| -10.9 -9.3 -8.2 -6.6 -5.1 -39 2.7 -15 -0.5 -0.5
Agency debt subject to limitation ..... . * * * * * * * * * * * *
Adjustment for discount and premium* ............... 275 275 275 275 275 275 275 275 275 275 275 275
Total, debt subject to statutory limitation® ........ 17,781.1| 18,615.0| 19,323.4| 20,086.6| 20,864.3| 21,637.0| 22,411.7| 23,214.2| 23,956.0| 24,719.5| 25,500.5| 26,268.5
Debt Outstanding, End of Year:
Gross Federal debt:®
Debt issued by Treasury .........ccccoeeeerneeennenns 17,768.2| 18,600.3| 19,306.7| 20,068.4| 20,844.9| 21,616.2| 22,389.2| 23,190.5| 23,931.2| 24,693.4| 25,473.5| 26,241.5
Debt issued by other agencies . 26.3 27.3 271 26.7 254 241 23.9 22.6 221 215 21.0 20.9
Total, gross Federal debt ..........ccccocvvirviin 17,794.5| 18,627.6| 19,333.8| 20,095.1| 20,870.4| 21,640.3| 22,413.1| 23,213.2| 23,953.3| 24,715.0| 25,494.5| 26,262.4
Held by:
Debt held by Government accounts ................ 5,014.6| 5,121.2| 5,225.3| 5,390.2| 5,555.4| 5,681.1| 5,778.4| 5,864.1| 5,868.5| 5,884.5| 5,917.3| 5,891.2
Debt held by the public” .......covvreeeeinsssrrrreeerenns 12,779.9] 13,506.3| 14,108.5| 14,704.9| 15,315.0| 15,959.2] 16,634.7| 17,349.0| 18,084.8| 18,830.4| 19,577.2| 20,371.3

*$50 million or less.

1A decrease in the Treasury operating cash balance (which is an asset) is a means of financing a deficit and therefore has a negative sign. An increase in checks outstanding (which is
a liability) is also a means of financing a deficit and therefore also has a negative sign.

2Includes checks outstanding, accrued interest payable on Treasury debt, uninvested deposit fund balances, allocations of special drawing rights, and other liability accounts; and, as
an offset, cash and monetary assets (other than the Treasury operating cash balance), other asset accounts, and profit on sale of gold.

3 Consists primarily of debt issued by the Federal Financing Bank and Treasury securities held by the Federal Financing Bank.

4 Consists mainly of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds) and unrealized discount on Government
account series securities.

5 Legislation enacted February 15, 2014, (P.L. 113-83) temporarily suspends the debt limit through March 15, 2015.

6 Treasury securities held by the public and zero-coupon bonds held by Government accounts are almost all measured at sales price plus amortized discount or less amortized
premium. Agency debt securities are almost all measured at face value. Treasury securities in the Government account series are otherwise measured at face value less unrealized
discount (if any).

7 At the end of 2014, the Federal Reserve Banks held $2,451.7 billion of Federal securities and the rest of the public held $10,328.1 billion. Debt held by the Federal Reserve Banks is
not estimated for future years.
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rowed $797 billion, increasing the debt held by the public
from $11,983 billion at the end of 2013 to $12,780 billion
at the end of 2014. The debt held by Government ac-
counts increased by $278 billion, and gross Federal debt
increased by $1,075 billion to $17,794 billion.

Debt held by the public.—The Federal Government
primarily finances deficits by borrowing from the public,
and it primarily uses surpluses to repay debt held by the
public.® Table 4-2 shows the relationship between the
Federal deficit or surplus and the change in debt held by
the public. The borrowing or debt repayment depends on
the Government’s expenditure programs and tax laws, on
the economic conditions that influence tax receipts and
outlays, and on debt management policy. The sensitiv-
ity of the budget to economic conditions is analyzed in
Chapter 2, “Economic Assumptions and Interactions with
the Budget,” in this volume.

The total or unified budget deficit consists of two parts:
the on-budget deficit; and the surplus of the off-budget
Federal entities, which have been excluded from the bud-
get by law. Under present law, the off-budget Federal
entities are the two Social Security trust funds (Old-Age
and Survivors Insurance and Disability Insurance) and
the Postal Service Fund.” The on-budget and off-budget
surpluses or deficits are added together to determine the
Government’s financing needs.

Over the long run, it is a good approximation to say
that “the deficit is financed by borrowing from the public”
or “the surplus is used to repay debt held by the public.”
However, the Government’s need to borrow in any given
year has always depended on several other factors be-
sides the unified budget surplus or deficit, such as the
change in the Treasury operating cash balance. These
other factors—“other transactions affecting borrowing
from the public>—can either increase or decrease the
Government’s need to borrow and can vary considerably
in size from year to year. The other transactions affect-
ing borrowing from the public are presented in Table 4-2
(where an increase in the need to borrow is represented
by a positive sign, like the deficit).

In 2014 the deficit was $485 billion while these other
factors increased the need to borrow by $313 billion, or 39
percent of total borrowing from the public. As a result, the
Government borrowed $797 billion from the public. The
other factors are estimated to increase borrowing by $144
billion (20 percent of total borrowing from the public) in
2015, and $128 billion (21 percent) in 2016. In 2017-2025,
these other factors are expected to increase borrowing by
annual amounts ranging from $107 billion to $134 billion.

Budget Outlook.”

6 Treasury debt held by the public is measured as the sales price plus
the amortized discount (or less the amortized premium). At the time of
sale, the book value equals the sales price. Subsequently, it equals the
sales price plus the amount of the discount that has been amortized
up to that time. In equivalent terms, the book value of the debt equals
the principal amount due at maturity (par or face value) less the un-
amortized discount. (For a security sold at a premium, the definition
is symmetrical.) For inflation-indexed notes and bonds, the book value
includes a periodic adjustment for inflation. Agency debt is generally
recorded at par.

7 For further explanation of the off-budget Federal entities, see
Chapter 10, “Coverage of the Budget.”

Three specific factors presented in Table 4-2 have his-
torically been especially important.

Change in Treasury operating cash balance.—The cash
balance increased by $3 billion, to $88 billion, in 2013
and increased by $70 billion, to $158 billion, in 2014. The
operating cash balance is projected to increase by $42 bil-
lion, to $200 billion at the end of 2015. Changes in the
operating cash balance, while occasionally large, are in-
herently limited over time. Decreases in cash—a means of
financing the Government—are limited by the amount of
past accumulations, which themselves required financing
when they were built up. Increases are limited because it
is generally more efficient to repay debt.

Net financing disbursements of the direct loan and
guaranteed loan financing accounts.—Under the Federal
Credit Reform Act of 1990 (FCRA), the budgetary
program account for each credit program records the es-
timated subsidy costs—the present value of estimated net
losses—at the time when the direct or guaranteed loans
are disbursed. The individual cash flows to and from the
public associated with the loans or guarantees, such as
the disbursement and repayment of loans, the default
payments on loan guarantees, the collection of interest
and fees, and so forth, are recorded in the credit pro-
gram’s non-budgetary financing account. Although the
non-budgetary financing account’s cash flows to and from
the public are not included in the deficit (except for their
impact on subsidy costs), they affect Treasury’s net bor-
rowing requirements.8

In addition to the transactions with the public, the
financing accounts include several types of intragovern-
mental transactions. In particular, they receive payment
from the credit program accounts for the subsidy costs
of new direct loans and loan guarantees and for any up-
ward reestimate of the costs of outstanding direct and
guaranteed loans. The financing accounts also pay any
downward reestimate of costs to budgetary receipt ac-
counts. The total net collections and gross disbursements
of the financing accounts, consisting of transactions with
both the public and the budgetary accounts, are called
“net financing disbursements.” They occur in the same
way as the “outlays” of a budgetary account, even though
they do not represent budgetary costs, and therefore af-
fect the requirement for borrowing from the public in the
same way as the deficit.

The intragovernmental transactions of the credit
program, financing, and downward reestimate receipt ac-
counts do not affect Federal borrowing from the public.
Although the deficit changes because of the budgetary ac-
count’s outlay to, or receipt from, a financing account, the
net financing disbursement changes in an equal amount
with the opposite sign, so the effects are cancelled out.
On the other hand, financing account disbursements to
the public increase the requirement for borrowing from
the public in the same way as an increase in budget out-
lays that are disbursed to the public in cash. Likewise,
receipts from the public collected by the financing account

8 The FCRA (sec. 505(b)) requires that the financing accounts be non-
budgetary. They are non-budgetary in concept because they do not mea-
sure cost. For additional discussion of credit programs, see Chapter 20,
“Credit and Insurance,” and Chapter 9, “Budget Concepts.”
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can be used to finance the payment of the Government’s
obligations, and therefore they reduce the requirement
for Federal borrowing from the public in the same way as
an increase in budgetary receipts.

Borrowing due to credit financing accounts was $128
billion in 2014. In 2015 credit financing accounts are pro-
jected to increase borrowing by $103 billion. After 2015,
the credit financing accounts are expected to increase
borrowing by amounts ranging from $108 billion to $135
billion over the next 10 years.

In some years, large net upward or downward reesti-
mates in the cost of outstanding direct and guaranteed
loans may cause large swings in the net financing dis-
bursements. In 2014, there was a net upward reestimate
of $0.4 billion. In 2015, there was a net upward reestimate
of $18.2 billion, with the largest net upward reestimate
coming from direct student loans.

Net purchases of non-Federal securities by the National
Railroad Retirement Investment Trust (NRRIT).—
This trust fund, which was established by the Railroad
Retirement and Survivors’ Improvement Act of 2001, in-
vests its assets primarily in private stocks and bonds. The
Act required special treatment of the purchase or sale
of non-Federal assets by the NRRIT trust fund, treating
such purchases as a means of financing rather than as
outlays. Therefore, the increased need to borrow from the
public to finance NRRIT’s purchases of non-Federal as-
sets is part of the “other transactions affecting borrowing
from the public” rather than included as an increase in
the deficit. While net purchases and redemptions affect
borrowing from the public, unrealized gains and losses on
NRRIT’s portfolio are included in both the “other transac-
tions” and, with the opposite sign, in NRRIT’s net outlays
in the deficit, for no net impact on borrowing from the
public. In 2014, net increases, including purchases and
gains, were $0.9 billion. A $0.3 billion net decrease is pro-
jected for 2015 and net annual decreases ranging from
$0.4 billion to $0.9 billion are projected for 2016 and sub-
sequent years.?

Net change in other financial assets and liabilities.—
In addition to the three factors discussed above, in 2013
and 2014, the net change in other financial assets and
liabilities was also particularly significant. Generally,
the amounts in this category are relatively small. For
example, this category decreased the need to borrow by
$1 billion in 2012 and increased the need to borrow by
$5 billion in 2011. However, in 2013, this “other” cat-
egory reduced the need to borrow by a net $114 billion.
Of the net $114 billion, $120 billion—offset slightly by
other factors—was due to the temporary suspension of
the daily reinvestment of the Thrift Savings Plan (T'SP)
Government Securities Investment Fund (G-Fund).1° The
Department of the Treasury is authorized to suspend the
issuance of obligations to the TSP G-Fund as an “extraor-
dinary measure” if issuances could not be made without
causing the public debt of the United States to exceed the

9 The budget treatment of this fund is further discussed in Chapter
9, “Budget Concepts.”

10 The TSP is a defined contribution pension plan for Federal employ-
ees. The G-Fund is one of several components of the TSP.

debt limit. The suspension of the daily reinvestment of
the TSP G-Fund resulted in the amounts being moved
from debt held by the public to deposit fund balances, an
“other” financial liability. Once Treasury is able to do so
without exceeding the debt limit, Treasury is required to
fully reinvest the TSP G-Fund and restore any foregone
interest. Accordingly, the TSP G-Fund was fully rein-
vested in October 2013. Table 42 reflects the $120 billion
reinvestment in 2014, which returned the amount from
deposit fund balances to debt held by the public. The debt
ceiling and the use of the TSP G-Fund are discussed in
further detail below. The $120 billion TSP reinvestment
was somewhat offset by other factors, resulting in total
net other changes in financial assets and liabilities of
$114 billion in 2014.

Debt held by Government accounts.—The amount
of Federal debt issued to Government accounts depends
largely on the surpluses of the trust funds, both on-bud-
get and off-budget, which owned 91 percent of the total
Federal debt held by Government accounts at the end
of 2014. Investment may differ from the surplus due to
changes in the amount of cash assets not currently invest-
ed. In 2014, the total trust fund surplus was $129 billion,
and trust fund investment in Federal securities increased
by $241 billion. This $113 billion difference was primar-
ily due to the Civil Service Retirement and Disability
Fund (CSRDF), which had a surplus of $15 billion but
invested $138 billion, largely to restore the fund’s invest-
ment balance following the extraordinary measures that
the Treasury Department is authorized to take with the
fund when the Government is at the debt ceiling. For fur-
ther details on such measures, see the discussion below.
The remainder of debt issued to Government accounts is
owned by a number of special funds and revolving funds.
The debt held in major accounts and the annual invest-
ments are shown in Table 4-5.

Debt Held by the Public Net of
Financial Assets and Liabilities

While debt held by the public is a key measure for ex-
amining the role and impact of the Federal Government
in the U.S. and international credit markets and for oth-
er purposes, it provides incomplete information on the
Government’s financial condition. The U.S. Government
holds significant financial assets, which must be off-
set against debt held by the public and other financial
liabilities to achieve a more complete understanding of
the Government’s financial condition. The acquisition of
those financial assets represents a transaction with the
credit markets, broadening those markets in a way that
is analogous to the demand on credit markets that bor-
rowing entails. For this reason, debt held by the public is
also an incomplete measure of the impact of the Federal
Government in the United States and international credit
markets.

One transaction that can increase both borrowing
and assets is an increase to the Treasury operating cash
balance. When the Government borrows to increase
the Treasury operating cash balance, that cash balance
also represents an asset that is available to the Federal
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Table 4-3. DEBT HELD BY THE PUBLIC NET OF FINANCIAL ASSETS AND LIABILITIES

(Dollar amounts in billions)

Estimate
Actual
2014 2015 | 2016 2017 | 2018 2019 2020 | 2021 2022 2023 2024 | 2025
Debt Held by the Public:
Debt held by the pUBIC ..., 12,779.9| 13,506.3| 14,108.5| 14,704.9| 15,315.0| 15,959.2| 16,634.7| 17,349.0| 18,084.8| 18,830.4| 19,577.2| 20,371.3
As a percent Of GDP ..o, 741%| 751%| 75.0%| 74.6%| 74.3%| 741%| 74.0%| 74.0%| 73.9%| 73.7%| 735%| 73.3%
Financial Assets Net of Liabilities:
Treasury operating cash balance ... 158.3|  200.0{ 200.0/ 200.0 200.0/ 200.0 200.0/ 200.0 200.0/ 200.0f 200.0| 200.0
Credit financing account balances:
Direct loan accounts ......... 1,065.2| 1,161.1] 1,292.9| 1,430.4| 1,563.8| 1,693.1| 1,817.7| 1,936.5| 2,053.2| 2,172.5| 2,290.0| 2,406.1
Guaranteed loan accounts 2.0 9.6 6.8 4.2 3.3 1.7 -04 -4.2 -95| -172| -256| -33.6
Troubled Asset Relief Program equity purchase
ACCOUNES .vvvvverreraerscrieesseesss st 0.9 0.3 0.2 0.1 = -0.2 -0.3 -0.4 -0.5 -0.6 -0.7 -0.7
Subtotal, credit financing account balances ............. 1,068.2| 1,171.0| 1,300.0| 1,434.7| 1,567.0| 1,694.6] 1,817.1| 1,932.0| 2,043.2| 2,154.8| 2,263.8| 2,371.8
Government-sponsored enterprise preferred stock ............ 95.8 95.8 95.8 95.8 95.8 95.8 95.8 95.8 95.8 95.8 95.8 95.8
Non-Federal securities held by NRRIT 25.1 24.9 24.0 23.1 22.3 215 20.8 20.1 19.3 18.9 18.3 17.9
Other assets net of liabilities ..........cc.covwrerrrerrnerrnrereiis —229| -229| -229| -229| -229| -229| -229| -229] -229| -229| -229| -229
Total, financial assets net of liabilities ........c...c.ccovveen. 1,324.5| 1,468.7| 1,596.9| 1,730.7| 1,862.2| 1,989.0| 2,110.8| 2,224.9| 2,335.5| 2,446.5| 2,555.0| 2,662.7
Debt Held by the Public Net of Financial Assets and
Liabilities:
Debt held by the public net of financial assets .................. 11,455.4| 12,037.6| 12,511.6| 12,974.2| 13,452.8| 13,970.1| 14,523.9| 15,124.1| 15,749.3| 16,383.9| 17,022.2| 17,708.6
As a percent 0f GDP ..o 66.4%| 66.9%| 66.5%| 65.8%| 65.3%| 64.9%| 64.6%| 64.5%| 644%| 64.2%| 63.9%| 63.7%

*$50 million or less.

Government. Looking at both sides of this transaction—
the borrowing to obtain the cash and the asset of the cash
holdings—provides much more complete information
about the Government’s financial condition than looking
at only the borrowing from the public. Another example
of a transaction that simultaneously increases borrowing
from the public and Federal assets is Government bor-
rowing to issue direct loans to the public. When the direct
loan is made, the Government is also acquiring an asset
in the form of future payments of principal and inter-
est, net of the Government’s expected losses on the loan.
Similarly, when NRRIT increases its holdings of non-Fed-
eral securities, the borrowing to purchase those securities
is offset by the value of the asset holdings.

The acquisition or disposition of Federal financial as-
sets very largely explains the difference between the
deficit for a particular year and that year’s increase in
debt held by the public. Debt net of financial assets is a
measure that is conceptually closer to the measurement
of Federal deficits or surpluses; cumulative deficits and
surpluses over time more closely equal the debt net of fi-
nancial assets than they do the debt held by the public.

Table 4-3 presents debt held by the public net of the
Government’s financial assets and liabilities, or “net debt.”
Treasury debt is presented in the Budget at book value,
with no adjustments for the change in economic value
that results from fluctuations in interest rates. The bal-
ances of credit financing accounts are based on projections
of future cash flows. For direct loan financing accounts,
the balance generally represents the net present value of
anticipated future inflows such as principal and interest
payments from borrowers. For guaranteed loan financing
accounts, the balance generally represents the net present

value of anticipated future outflows, such as default claim
payments net of recoveries, and other collections, such as
program fees. NRRIT’s holdings of non-Federal securities
are marked to market on a monthly basis. Government-
Sponsored Enterprise (GSE) preferred stock is measured
at market value.

Net financial assets increased by $268 billion, to $1,324
billion, in 2014. At the end of 2014, debt held by the
public was $12,780 billion, or 74.1 percent of GDP. The
Government held $1,324 billion in net financial assets, in-
cluding a cash balance of $158 billion, net credit financing
account balances of $1,068 billion, and other assets and
liabilities that aggregated to a net asset of $98 billion.
Therefore, debt net of financial assets was $11,455 billion,
or 66.4 percent of GDP. As shown in Table 4-3, the value
of the Government’s net financial assets is projected to
increase to $1,469 billion in 2015, due to increases in the
net balances of credit financing accounts and other fac-
tors. While debt held by the public is expected to increase
from 74.1 percent to 75.1 percent of GDP during 2015,
net debt is expected to increase from 66.4 percent to 66.9
percent of GDP.

Debt securities and other financial assets and liabil-
ities do not encompass all the assets and liabilities of
the Federal Government. For example, accounts pay-
able occur in the normal course of buying goods and
services; Social Security benefits are due and payable
as of the end of the month but, according to statute,
are paid during the next month; and Federal employ-
ee salaries are paid after they have been earned. Like
debt securities sold in the credit market, these liabili-
ties have their own distinctive effects on the economy.
The Federal Government also has significant holdings
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of non-financial assets, such as land, mineral deposits,
buildings, and equipment. A unique and important asset
is the Government’s sovereign power to tax. The differ-
ent types of assets and liabilities are reported annually
in the financial statements of Federal agencies and in
the Financial Report of the United States Government,
prepared by the Treasury Department in coordination
with the Office of Management and Budget (OMB).

Treasury Debt

Nearly all Federal debt is issued by the Department
of the Treasury. Treasury meets most of the Federal
Government’s financing needs by issuing marketable se-
curities to the public. These financing needs include both
the change in debt held by the public and the refinanc-
ing—or rollover—of any outstanding debt that matures
during the year. Treasury marketable debt is sold at pub-
lic auctions on a regular schedule and, because it is very
liquid, can be bought and sold on the secondary market at
narrow bid-offer spreads. Treasury also sells to the pub-
lic a relatively small amount of nonmarketable securities,
such as savings bonds and State and Local Government
Series securities (SLGS).!! Treasury nonmarketable debt
cannot be bought or sold on the secondary market.

Treasury issues marketable securities in a wide range
of maturities, and issues both nominal (non-inflation-
indexed) and inflation-indexed securities. Treasury’s
marketable securities include:

Treasury Bills—Treasury bills have maturities of one
year or less from their issue date. In addition to the reg-
ular auction calendar of bill issuance, Treasury issues
cash management bills on an as-needed basis for vari-
ous reasons such as to offset the seasonal patterns of the
Government’s receipts and outlays.

Treasury Notes—Treasury notes have maturities of
more than one year and up to 10 years.

Treasury Bonds—Treasury bonds have maturities of
more than 10 years. The longest-maturity securities is-
sued by Treasury are 30-year bonds.

Treasury Inflation-Protected Securities (TIPS)—Treasury
inflation-protected—or inflation-indexed—securities are
coupon issues for which the par value of the security rises
with inflation. The principal value is adjusted daily to re-
flect inflation as measured by changes in the Consumer
Price Index (CPI-U-NSA, with a two-month lag). Although
the principal value may be adjusted downward if inflation
is negative, at maturity, the securities will be redeemed
at the greater of their inflation-adjusted principal or par
amount at original issue.

Historically, the average maturity of outstanding debt
issued by Treasury has been about five years. The aver-
age maturity of outstanding debt was 68 months at the
end of 2014.

Traditionally, Treasury has issued securities with a
fixed interest rate. In 2014, Treasury began to issue float-
ing rate securities, to complement its existing suite of

11 Under the SLGS program, the Treasury offers special low-yield se-
curities to State and local governments and other entities for temporary
investment of proceeds of tax-exempt bonds.

securities and to support its broader debt management
objectives. Floating rate securities have a fixed par value
but bear interest rates that fluctuate based on movements
in a specified benchmark market interest rate. Treasury’s
floating rate notes are benchmarked to the Treasury 13-
week bill. Currently, Treasury is issuing floating rate
securities with a maturity of two years.

In addition to quarterly announcements about the
overall auction calendar, Treasury publicly announces
in advance the auction of each security. Individuals can
participate directly in Treasury auctions or can purchase
securities through brokers, dealers, and other financial
institutions. Treasury accepts two types of auction bids:
competitive and noncompetitive. In a competitive bid, the
bidder specifies the yield. A significant portion of com-
petitive bids are submitted by primary dealers, which
are banks and securities brokerages that have been des-
ignated to trade in Treasury securities with the Federal
Reserve System. In a noncompetitive bid, the bidder
agrees to accept the yield determined by the auction.!2
At the close of the auction, Treasury accepts all eligible
noncompetitive bids and then accepts competitive bids in
ascending order beginning with the lowest yield bid until
the offering amount is reached. All winning bidders re-
ceive the highest accepted yield bid.

Treasury marketable securities are highly liquid and
actively traded on the secondary market, which enhances
the demand for Treasuries at initial auction. The demand
for Treasury securities is reflected in the ratio of bids re-
ceived to bids accepted in Treasury auctions; the demand
for the securities is substantially greater than the level
of issuance. Because they are backed by the full faith and
credit of the United States Government, Treasury mar-
ketable securities are considered to be credit “risk-free.”
Therefore, the Treasury yield curve is commonly used as a
benchmark for a wide variety of purposes in the financial
markets.

Whereas Treasury issuance of marketable debt is
based on the Government’s financing needs, Treasury’s
issuance of nonmarketable debt is based on the public’s
demand for the specific types of investments. Increases
in outstanding balances of nonmarketable debt reduce
the need for marketable borrowing. In 2014, there was
net disinvestment in nonmarketables, necessitating ad-
ditional marketable borrowing to finance the redemption
of nonmarketable debt.13

Agency Debt

A few Federal agencies other than Treasury, shown in
Table 44, sell or have sold debt securities to the public
and, at times, to other Government accounts. Currently,
new debt is issued only by the Tennessee Valley Authority
(TVA) and the Federal Housing Administration (FHA);
the remaining agencies are repaying past borrowing.
Agency debt fell from $27.7 billion at the end of 2013 to
$26.3 billion at the end of 2014. Agency debt is less than

12 Noncompetitive bids cannot exceed $5 million per bidder.

13 Detail on the marketable and nonmarketable securities issued by
Treasury is found in the Monthly Statement of the Public Debt, pub-
lished on a monthly basis by the Department of the Treasury.
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Table 4-4. AGENCY DEBT

(In millions of dollars)

2014 Actual 2015 Estimate 2016 Estimate
Borrowing/ Borrowing/ Borrowing/
Repayment(-) |Debt, End-of-Year | Repayment(-) |Debt, End-of-Year | Repayment(-) |Debt, End-of-Year
Borrowing from the public:
Housing and Urban Development:

Federal Housing Administration ... | e 19 * 19 19
Architect of the Capitol -7 114 -7 107 -9 98
National Archives ........ -18 116 -20 97 =21 75
Tennessee Valley Authority:

BONdS @nd NOLES .......oovevuvieieirereeer st -1,199 23,617 1,225 24,842 36 24,878

Lease/leaseback obligations -101 2,041 -109 1,932 -114 1,818

Prepayment obligations ....... -100 410 -100 310 -100 210

Total, borrowing from the public -1,425 26,316 990 27,306 -208 27,098
Borrowing from other funds:
Tennessee Vallgy AUOTItY ' .........vvveeevveeeeiecossseeeeeesssssscesenns -2 3 3 3

Total, borrowing from other funds -2 3 3 3

Total, agency borrowing -1,427 26,319 990 27,309 -208 27,101
Memorandum:
Tennessee Valley Authority bonds and notes, total ..........ccococvnnnne -1,201 23,620 1,225 24,845 36 24,881

*$500,000 or less.

'Represents open market purchases by the National Railroad Retirement Investment Trust.

one-quarter of one percent of Federal debt held by the
public. Primarily as a result of TVA activity, agency debt
is estimated to increase by $1.0 billion in 2015 and to de-
crease by $0.2 billion in 2016.

The predominant agency borrower is TVA, which had
borrowings of $26.1 billion from the public as of the end of
2014, or 99 percent of the total debt of all agencies other
than Treasury. TVA issues debt primarily to finance capi-
tal projects.

TVA has traditionally financed its capital construction
by selling bonds and notes to the public. Since 2000, it has
also employed two types of alternative financing methods,
lease/leaseback obligations and prepayment obligations.
Under the lease/leaseback obligations method, TVA signs
contracts to lease some facilities and equipment to pri-
vate investors and simultaneously leases them back. It
receives a lump sum for leasing out its assets, and then
leases them back at fixed annual payments for a set num-
ber of years. TVA retains substantially all of the economic
benefits and risks related to ownership of the assets.l4
Under the prepayment obligations method, TVA’s power
distributors may prepay a portion of the price of the power
they plan to purchase in the future. In return, they obtain
a discount on a specific quantity of the future power they
buy from TVA. The quantity varies, depending on TVA’s
estimated cost of borrowing.

OMB determined that each of these alternative fi-
nancing methods is a means of financing the acquisition
of assets owned and used by the Government, or of refi-

14 This arrangement is at least as governmental as a “lease-purchase
without substantial private risk.” For further detail on the current bud-
getary treatment of lease-purchase without substantial private risk, see
OMB Circular No. A-11, Appendix B.

nancing debt previously incurred to finance such assets.
They are equivalent in concept to other forms of borrow-
ing from the public, although under different terms and
conditions. The budget therefore records the upfront cash
proceeds from these methods as borrowing from the pub-
lic, not offsetting collections.!® The budget presentation
is consistent with the reporting of these obligations as li-
abilities on TVA’s balance sheet under generally accepted
accounting principles. Table 4—4 presents these alterna-
tive financing methods separately from TVA bonds and
notes to distinguish between the types of borrowing.
Obligations for lease/leasebacks were $2.0 billion at the
end of 2014 and are estimated to be $1.9 billion at the end
0f 2015 and $1.8 billion at the end of 2016. Obligations for
prepayments were $0.4 billion at the end of 2014 and are
estimated to be $0.3 billion at the end of 2015 and $0.2
billion at the end of 2016.

Although the FHA generally makes direct disburse-
ments to the public for default claims on FHA-insured
mortgages, it may also pay claims by issuing deben-
tures. Issuing debentures to pay the Government’s bills
is equivalent to selling securities to the public and then

15 This budgetary treatment differs from the treatment in the
Monthly Treasury Statement of Receipts and Outlays of the United
States Government (Monthly Treasury Statement) Table 6 Schedule C,
and the Combined Statement of Receipts, Outlays, and Balances of the
United States Government Schedule 3, both published by the Depart-
ment of the Treasury. These two schedules, which present debt issued
by agencies other than Treasury, exclude the TVA alternative financing
arrangements. This difference in treatment is one factor causing minor
differences between debt figures reported in the Budget and debt figures
reported by Treasury. The other factors are adjustments for the timing
of the reporting of Federal debt held by NRRIT and treatment of the
Federal debt held by the Securities Investor Protection Corporation.
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paying the bills by disbursing the cash borrowed, so the
transaction is recorded as being simultaneously an outlay
and borrowing. The debentures are therefore classified as
agency debt.

A number of years ago, the Federal Government
guaranteed the debt used to finance the construction of
buildings for the National Archives and the Architect of
the Capitol, and subsequently exercised full control over
the design, construction, and operation of the buildings.
These arrangements are equivalent to direct Federal con-
struction financed by Federal borrowing. The construction
expenditures and interest were therefore classified as
Federal outlays, and the borrowing was classified as
Federal agency borrowing from the public.

A number of Federal agencies borrow from the Bureau
of the Fiscal Service (Fiscal Service) or the Federal
Financing Bank (FFB), both within the Department of the
Treasury. Agency borrowing from the FFB or the Fiscal
Service is not included in gross Federal debt. It would be
double counting to add together (a) the agency borrowing

from the Fiscal Service or FFB and (b) the Treasury bor-
rowing from the public that is needed to provide the Fiscal
Service or FFB with the funds to lend to the agencies.

Debt Held by Government Accounts

Trust funds, and some special funds and public en-
terprise revolving funds, accumulate cash in excess of
current needs in order to meet future obligations. These
cash surpluses are generally invested in Treasury debt.

Total investment by trust funds and other Government
accounts increased by $278 billion in 2014. Investment by
Government accounts is estimated to be $107 billion in
2015 and $104 billion in 2016, as shown in Table 4-5. The
holdings of Federal securities by Government accounts
are estimated to increase to $5,225 billion by the end of
2016, or 27 percent of the gross Federal debt. The percent-
age is estimated to decrease gradually over the next 10
years.

The Government account holdings of Federal securities
are concentrated among a few funds: the Social Security

Table 4-5. DEBT HELD BY GOVERNMENT ACCOUNTS!

(In millions of dollars)

Investment or Disinvestment (-) Holdi End
Description 2014 2015 2016 o 2076
Actual Estimate Estimate Estimate
Investment in Treasury debt:

Energy:

Nuclear waste diSPOSAl FUN T ...........ivviieriissssisssse s 2,073 586 585 33,642

Uranium enrichment decontamination fUNG .............ccvveiieiiicnicricseses e senan -330 -100 175 3,419
Health and Human Services:

Federal hospital INSUrANCE tUSE FUNG ...t -3,803 1,598 -2,587 201,218

Federal supplementary medical inSUranCe trust fUNG ..........cc.ocuieeiniieieiieie e 1,006 -9,158 -12,004 47,229

Vaccing injury COMPENSALION FUNG .......uuivuiriiriieiiieeiie ettt 116 68 102 3,530

Child enrollment CONNGENCY FUNG ........cuuiviiiiiiiiei st 3 4 2,105
Homeland Security:

AQUALIC TESOUICES trUSE FUND ..ottt 20 -53 21 1,854

QOil spill liability trust fund 489 782 601 5,085
Housing and Urban Development:

Federal Housing Administration mutual mortgage fund ... 6,379 6,804 7,187 20,370

Guarantees of Mortgage-backed SECUMHIES ..........c.iuriiiuuriiriiiiee et -1,661 8,149 3,800 12,100
Interior:

Abandoned mine reclamation FUNG ...........ccccieiieiee bbb bbb 60 38 -7 2,842

Federal aid in wildlife reStoration FUNG ............cccciereeiiiiccec bbbt -307 158 -197 1,075

Environmental improvement and restoration fUNd ..o s 28 6 14 1,375
JUSHICE: ASSELS TOITEIIUIE FUNG ...ttt 2,392 -1,875 -95 5,098
Labor:

UNemplOyMENT TUSE FUNG ..ot 6,441 4,681 -8,721 31,879

Pension Benefit Guaranty Corporation ! =227 1,637 2,685 21,587
State: Foreign service retirement and disability trust fund ...........c.cociiiriinines e 428 395 392 18,579
Transportation:

Airport and airwWay trUSE FUNG ...ttt 951 -1,756 -228 10,775

TranSPOItAtion trUSE FUNG ...t bbb 8,739 -9,914 19,205 19,987

Aviation INSUraNCe reVOIVING fUNG ........cuuiuieiiiiiii et 200 13 50 2,200
Treasury:

Exchange StabiliZation fUNG ... -20 -2 17 22,664

Treasury fOrfEIHUIE FUNG ...t -765 441 2,500

Comptroller of the Currency asseSSMENt fUND ...........ccuiuriuiiiee bbb -368 374 20 1,320




4. FEDERAL BORROWING AND DEBT 41

Table 4-5. DEBT HELD BY GOVERNMENT ACCOUNTS'—Continued

(In millions of dollars)

Investment or Disinvestment (-) Holdi End
Description 2014 2015 2016 o ohis |
Actual Estimate Estimate Estimate
Veterans Affairs:
National service life insurance trust fund ... -627 -616 -680 4,333
Veterans special life insurance fund -51 -114 -100 1,649
Corps of Engineers: Harbor maintenance trust fuNd ..o 595 596 596 9,494
Other Defense-Civil:
Military retirement trust fund 61,785 52,633 56,296 592,040
Medicare-eligible retiree health care fund . 11,708 8,419 8,131 216,922
Education benefits fund ...........cccovverierieniesicseseses -210 -134 -92 1,343
Environmental Protection Agency: Hazardous substance trust fund ...... 259 26 26 3,498
International Assistance Programs: Overseas Private Investment Corporatlon 135 -50 9 5,486
Office of Personnel Management:
Civil service retirement and disability truSt FUNG ..........ccoiueveriiirie s 137,712 13,855 12,598 883,622
Postal Service retiree health benefits fund 6,144 7,055 7,220 62,743
Employees life insurance fund 1,262 545 693 44,451
Employees health DENEfitS fUNG ..o s 129 878 1,158 25,594
Social Security Administration:
Federal old-age and SUrvivors iNSUraNCe truSt fUNA? .............cooerervvvvvommneeeesesissssessssssss s 57,207 43,384 -16,066 2,740,123
Federal disability iNSUrANCE trUSEUNG? ............oucevoecesiee e -30,678 -31,335 13,117 51,895
District of Columbia: Federal PENSION fUN ...t 492 5 -2 3,704
Farm Credit System Insurance Corporation: Farm Credit System Insurance fund 241 313 270 4,026
Federal Communications Commission: Universal service fund 506 b I 7,656
Federal Deposit Insurance Corporation: Deposit insurance fund ... 11,886 8,549 9,611 66,910
National Credit Union Administration: Share insurance fund 381 234 433 11,691
Postal Service funds? 2,590 o R 5,450
Railroad Retirement Board trust funds 214 58| 2,661
Securities Investor Protection Corporation 305 270 270 2,625
United States Enrichment Corporation fund .... 4 4 4 1,620
Other Federal funds -128 -403 -299 5,688
Other trust funds -268 -406 -146 5,091
Unrealized discount’ 55500 ] ~7,443
Total, investment in Treasury debt’ 277,886 106,641 104,063 5,225,305
Investment in agency debt:
Railroad Retirement Board:
National Railroad Retirement INVESIMENT TFUSE ........vueveeieirieieiese ettt nsnes 2] ] 3
Total, investment in agency debt 2| weanann 3
Total, investment in Federal debt’ 277,884 106,641 104,063 5,225,309
Memorandum:
Investment by Federal funds (on-budget) 39,498 40,254 39,862 520,048
Investment by Federal funds (off-budget) 2,590 b I 5,450
Investment by trust funds (on-budget) 214,818 54,337 67,150 1,915,235
Investment by trust funds (off-budget) 26,529 12,049 -2,949 2,792,018
UNFEAIIZEA GISCOUNE T ... ess e esssane s asssssenssssansee 55500 ] v, —7,443

*$500 thousand or less.

Debt held by Government accounts is measured at face value except for the Treasury zero-coupon bonds held by the Nuclear Waste Disposal Fund and the Pension Benefit Guaranty
Corporation (PBGC), which are recorded at market or redemption price; and the unrealized discount on Government account series, which is not distributed by account. Changes are
not estimated in the unrealized discount. If recorded at face value, at the end of 2014 the debt figures would be $19.1 billion higher for the Nuclear Waste Disposal Fund and $0.2 billion
higher for PBGC than recorded in this table.

20ff-budget Federal entity.

3Amounts on calendar-year basis.
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Old-Age and Survivors Insurance (OASI) and Disability
Insurance (DI) trust funds; the Medicare Hospital
Insurance (HI) and Supplementary Medical Insurance
(SMI) trust funds; and four Federal employee retire-
ment funds. These Federal employee retirement funds
include two trust funds, the Military Retirement Fund
and the Civil Service Retirement and Disability Fund,
and two special funds, the uniformed services Medicare-
Eligible Retiree Health Care Fund (MERHCF) and the
Postal Service Retiree Health Benefits Fund (PSRHBF).
At the end of 2016, these Social Security, Medicare, and
Federal employee retirement funds are estimated to own
92 percent of the total debt held by Government accounts.
During 2014-2016, the Military Retirement Fund has a
large surplus and is estimated to invest a total of $171
billion, 35 percent of total net investment by Government
accounts. CSRDF is projected to invest $164 billion, 34
percent of the net total, due largely to the 2014 reinvest-
ment following Treasury’s use of extraordinary measures,
discussed above. The Social Security OASI fund is pro-
jected to invest $85 billion, 17 percent of the net total.
Some Government accounts reduce their investments in
Federal securities during 2014—2016. During these years,
the Social Security DI fund disinvests $49 billion, or 10
percent of the total net investment.

Technical note on measurement.—The Treasury securi-
ties held by Government accounts consist almost entirely
of the Government account series. Most were issued at
par value (face value), and the securities issued at a dis-
count or premium are traditionally recorded at par in the
OMB and Treasury reports on Federal debt. However,
there are two kinds of exceptions.

First, Treasury issues zero-coupon bonds to a very few
Government accounts. Because the purchase price is a
small fraction of par value and the amounts are large, the
holdings are recorded in Table 45 at par value less unam-
ortized discount. The only two Government accounts that
held zero-coupon bonds during the period of this table are
the Nuclear Waste Disposal Fund in the Department of
Energy and the Pension Benefit Guaranty Corporation
(PBGC). The total unamortized discount on zero-coupon
bonds was $19.2 billion at the end of 2014.

Second, Treasury subtracts the unrealized discount
on other Government account series securities in cal-
culating “net Federal securities held as investments of
Government accounts.” Unlike the discount recorded for
zero-coupon bonds and debt held by the public, the unre-
alized discount is the discount at the time of issue and is
not amortized over the term of the security. In Table 4-5
it is shown as a separate item at the end of the table and
not distributed by account. The amount was $7.4 billion
at the end of 2014.

Debt Held by the Federal Reserve

The Federal Reserve acquires marketable Treasury
securities as part of its exercise of monetary policy. For
purposes of the Budget and reporting by the Department
of the Treasury, the transactions of the Federal Reserve
are considered to be non-budgetary, and accordingly the

Federal Reserve’s holdings of Treasury securities are
included as part of debt held by the public.1® Federal
Reserve holdings were $2,452 billion (19 percent of debt
held by the public) at the end of 2014, up from $2,072 bil-
lion (17 percent of debt held by the public) at the end of
2013. Over the last 10 years, the Federal Reserve holdings
have averaged 14 percent of debt held by the public. The
historical holdings of the Federal Reserve are presented
in Table 7.1 in the Budget’s historical tables. The Budget
does not project Federal Reserve holdings for future years.

Limitations on Federal Debt

Definition of debt subject to limit.—Statutory limi-
tations have usually been placed on Federal debt. Until
World War I, the Congress ordinarily authorized a specific
amount of debt for each separate issue. Beginning with
the Second Liberty Bond Act of 1917, however, the nature
of the limitation was modified in several steps until it de-
veloped into a ceiling on the total amount of most Federal
debt outstanding. This last type of limitation has been in
effect since 1941. The limit currently applies to most debt
issued by the Treasury since September 1917, whether
held by the public or by Government accounts; and other
debt issued by Federal agencies that, according to explicit
statute, is guaranteed as to principal and interest by the
U.S. Government.

The third part of Table 4-2 compares total Treasury
debt with the amount of Federal debt that is subject to the
limit. Nearly all Treasury debt is subject to the debt limit.

A large portion of the Treasury debt not subject to
the general statutory limit was issued by the Federal
Financing Bank. The FFB is authorized to have outstand-
ing up to $15 billion of publicly issued debt. It issued $14
billion of securities to the CSRDF on November 15, 2004,
in exchange for an equal amount of regular Treasury se-
curities. The securities were issued with maturity dates
ranging from June 30, 2009, through June 30, 2019. On
October 1, 2013, the FFB issued $9 billion of securities to
the CSRDF, in exchange for an equal amount of special-
issue Treasury securities issued by the Treasury and held
by the CSRDF. The securities issued in October 2013 ma-
ture on dates from June 30, 2015, through June 30, 2024.
The FFB securities have the same interest rates and ma-
turities as the Treasury securities for which they were
exchanged. At the end of 2014, a total of $14 billion of this
FFB borrowing remained outstanding.

The Housing and Economic Recovery Act of 2008 cre-
ated another type of debt not subject to limit. This debt,
termed “Hope Bonds,” has been issued by Treasury to the
FFB for the HOPE for Homeowners program. The out-
standing balance of Hope Bonds was $494 million at the
end of 2014 and is projected to fall to $34 million at the
end of 2015 and then to increase gradually in subsequent
years.

The other Treasury debt not subject to the general lim-
it consists almost entirely of silver certificates and other
currencies no longer being issued. It was $484 million at

16 For further detail on the monetary policy activities of the Federal
Reserve and the treatment of the Federal Reserve in the Budget, see
Chapter 10, “Coverage of the Budget.”
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the end of 2014 and is projected to gradually decline over
time.

The sole agency debt currently subject to the general
limit, $209,000 at the end of 2014, is certain debentures
issued by the Federal Housing Administration.1?

Some of the other agency debt, however, is subject to
its own statutory limit. For example, the Tennessee Valley
Authority is limited to $30 billion of bonds and notes
outstanding.

The comparison between Treasury debt and debt sub-
ject to limit also includes an adjustment for measurement
differences in the treatment of discounts and premiums.
As explained earlier in this chapter, debt securities may
be sold at a discount or premium, and the measurement of
debt may take this into account rather than recording the
face value of the securities. However, the measurement
differs between gross Federal debt (and its components)
and the statutory definition of debt subject to limit. An
adjustment is needed to derive debt subject to limit (as
defined by law) from Treasury debt. The amount of the
adjustment was $27.5 billion at the end of 2014 compared
with the total unamortized discount (less premium) of
$55.9 billion on all Treasury securities.

Changes in the debt limit.—The statutory debt limit
has been changed many times. Since 1960, the Congress
has passed 81 separate acts to raise the limit, revise the
definition, extend the duration of a temporary increase, or
temporarily suspend the limit.18

The three most recent laws addressing the debt limit
have each provided for a temporary suspension followed
by an increase in an amount equivalent to the debt that
was issued during that suspension period in order to fund
commitments requiring payment through the specified
end date. The No Budget, No Pay Act of 2013 suspended
the debt limit from February 4, 2013, through May 18,
2013, and then raised the debt limit on May 19, 2013,
by $305 billion, from $16,394 billion to $16,699 billion.
Subsequently, Treasury began to take extraordinary
measures to meet the Government’s obligation to pay
its bills and invest its trust funds while remaining be-
low the statutory limit. The Continuing Appropriations
Act, 2014, suspended the $16,699 billion debt ceiling from
October 17, 2013, through February 7, 2014, and then
raised the debt limit on February 8, 2014, by $512 billion
to $17,212 billion. Again, Treasury began to take extraor-
dinary measures to meet the Government’s obligations.
The Temporary Debt Limit Extension Act suspended
the $17,212 billion debt ceiling from February 15, 2014,
through March 15, 2015.

At many times in the past several decades, including
2013 and 2014, the Government has reached the statutory
debt limit before an increase has been enacted. When this
has occurred, it has been necessary for the Department of
the Treasury to take extraordinary measures to meet the
Government’s financial obligations. As mentioned above,

17 At the end of 2014, there were also $18 million of FHA debentures
not subject to limit.

18 The Acts and the statutory limits since 1940 are listed in Table
7.3 of the Budget’s historical tables, available at http://www.budget.gov/
budget/Historicals.

one such measure is the partial or full suspension of the
daily reinvestment of the Thrift Savings Plan G-Fund.
The Treasury Secretary has statutory authority to sus-
pend investment of the G-Fund in Treasury securities as
needed to prevent the debt from exceeding the debt limit.
Treasury determines each day the amount of investments
that would allow the fund to be invested as fully as pos-
sible without exceeding the debt limit. At the end of
December 2014, the TSP G-Fund had an outstanding bal-
ance of $191 billion. The Secretary is also authorized to
suspend investments in the CSRDF and to declare a debt
issuance suspension period, which allows him or her to
redeem a limited amount of securities held by the CSRDF.
The Postal Accountability and Enhancement Act of 2006
provides that investments in the Postal Service Retiree
Health Benefits Fund shall be made in the same man-
ner as investments in the CSRDF.1? Therefore, Treasury
is able to take similar administrative actions with the
PSRHBF. The law requires that when any such actions
are taken with the G-Fund, the CSRDF, or the PSRHBF,
the Secretary is required to make the fund whole after
the debt limit has been raised by restoring the forgone
interest and investing the fund fully. Another measure
for staying below the debt limit is disinvestment of the
Exchange Stabilization Fund. The outstanding balance in
the Exchange Stabilization Fund was $23 billion at the
end of December 2014.

As the debt has neared the limit, including in 2013 and
2014, Treasury has also suspended the issuance of SLGS
to reduce unanticipated fluctuations in the level of the
debt.

In addition to these steps, Treasury has previously
exchanged Treasury securities held by the CSRDF with
borrowing by the FFB, which, as explained above, is not
subject to the debt limit. This measure was most recently
taken in November 2004 and October 2013.

The debt limit has always been increased prior to the
exhaustion of Treasury’s limited available administra-
tive actions to continue to finance Government operations
when the statutory ceiling has been reached. Failure
to enact a debt limit increase before these actions were
exhausted would have significant and long-term nega-
tive consequences. Without an increase, Treasury would
be unable to make timely interest payments or redeem
maturing securities. Investors would cease to view U.S.
Treasury securities as free of credit risk and Treasury’s
interest costs would increase. Because interest rates
throughout the economy are benchmarked to the Treasury
rates, interest rates for State and local governments, busi-
nesses, and individuals would also rise. Foreign investors
would likely shift out of dollar-denominated assets, driv-
ing down the value of the dollar and further increasing
interest rates on non-Federal, as well as Treasury, debt.
In addition, the Federal Government would be forced to
delay or discontinue payments on its broad range of ob-
ligations, including Social Security and other payments
to individuals, Medicaid and other grant payments to
States, individual and corporate tax refunds, Federal em-

19 Both the CSRDF and the PSRHBF are administered by the Office
of Personnel Management.
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Table 4-6. FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO STATUTORY LIMIT

(In billions of dollars)

Estimate
Description Actual
2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 2022 | 2023 | 2024 | 2025
Change in Gross Federal Debt:
Federal funds defiCit (+) ......vveereeerrerrseereerseeeeeienieenns 6132| 691.6| 5789 591.3| 609.2| 604.1| 6140 6522 594.8/ 6105/ 625.1| 615.6
Other transactions affecting borrowing from the public—
Federal funds ™ ..........ooovvceeeeeeereieeseseses s 311.6| 1442| 128.7| 1345 1320 127.3| 1221 1146| 1109 111.2| 1087 107.7
Increase (+) or decrease (-) in Federal debt held by Federal
FUNAS oo 42.1 40.3 39.9 36.4 35.0 39.2 375 34.0 35.1 40.5 46.3 451
Adjustments for trust fund surplus/deficit not invested/
disinvested in Federal SECUNMHES? ...........ccooorervvvvvvrrersennrinns 1137 430, -412 -0.9 -0.8 -0.7 -0.7 -0.7 -0.7 -05 -0.5 -0.4
Change in unrealized discount on Federal debt held by
GOVErNMENt ACCOUNES ...vvuverrireerriserieerieesees s 56| ] ] ] ] ] ] ] ] ]
Total financing requirements 1,075.0 8331 706.2| 761.3| 7753| 769.9| 7728/ 800.0/ 740.1| 761.7| 779.5| 767.9
Change in Debt Subject to Limit:
Change in gross Federal debt ...........ccccovvimimreneriniineeinnenn: 1,075.0( 833.1| 706.2| 761.3| 7753 769.9| 7728 8000 740.1| 7617| 7795| 767.9
Less: increase (+) or decrease (-) in Federal debt not subject
B0 TIMIE oo 6.5 -0.8 2.2 -2.0 2.4 -2.8 -18 -2.5 -1.7 -18 -15 -0.1
Less: change in adjustment for discount and premium3 W 182 ] ] ] ] ] ] ] ] ] | e
Total, change in debt subject to limit .........cooeesrerssrrinns 1,081.7| 833.9| 7084| 7632| 777.7| 7728 7746 8025 741.8| 7635/ 781.0| 768.0
Memorandum:
Debt subject to statutory limit* 17,781.1/18,615.0] 19,323.4| 20,086.6| 20,864.3|21,637.0| 22,411.7|23,214.2| 23,956.0| 24,719.5| 25,500.5| 26,268.5

"Includes Federal fund transactions that correspond to those presented in Table 4-2, but that are for Federal funds alone with respect to the public and trust funds.
2Includes trust fund holdings in other cash assets and changes in the investments of the National Railroad Retirement Investment Trust in non-Federal securities.
3 Consists of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds).

4 Legislation enacted February 15, 2014, (P.L. 113-83) temporarily suspends the debt limit through March 15, 2015.

ployee salaries, payments to vendors and contractors, and
other obligations.

The debt subject to limit is estimated to increase to
$18,615 billion by the end of 2015 and to $19,323 billion
by the end of 2016.

Federal funds financing and the change in debt
subject to limit.—The change in debt held by the pub-
lic, as shown in Table 4-2, and the change in debt net
of financial assets are determined primarily by the to-
tal Government deficit or surplus. The debt subject to
limit, however, includes not only debt held by the public
but also debt held by Government accounts. The change
in debt subject to limit is therefore determined both by
the factors that determine the total Government deficit
or surplus and by the factors that determine the change
in debt held by Government accounts. The effect of debt
held by Government accounts on the total debt subject
to limit can be seen in the second part of Table 4-2. The
change in debt held by Government accounts results in 10
percent of the estimated total increase in debt subject to
limit from 2015 through 2025.

The budget is composed of two groups of funds, Federal
funds and trust funds. The Federal funds, in the main, are
derived from tax receipts and borrowing and are used for
the general purposes of the Government. The trust funds,
on the other hand, are financed by taxes or other receipts
dedicated by law for specified purposes, such as for paying
Social Security benefits or making grants to State govern-
ments for highway construction.20

20 For further discussion of the trust funds and Federal funds groups,
see Chapter 26, “Trust Funds and Federal Funds.”

A Federal funds deficit must generally be financed by
borrowing, which can be done either by selling securities
to the public or by issuing securities to Government ac-
counts that are not within the Federal funds group. Federal
funds borrowing consists almost entirely of Treasury se-
curities that are subject to the statutory debt limit. Very
little debt subject to statutory limit has been issued for
reasons except to finance the Federal funds deficit. The
change in debt subject to limit is therefore determined
primarily by the Federal funds deficit, which is equal to
the difference between the total Government deficit or
surplus and the trust fund surplus. Trust fund surpluses
are almost entirely invested in securities subject to the
debt limit, and trust funds hold most of the debt held by
Government accounts. The trust fund surplus reduces the
total budget deficit or increases the total budget surplus,
decreasing the need to borrow from the public or increas-
ing the ability to repay borrowing from the public. When
the trust fund surplus is invested in Federal securities,
the debt held by Government accounts increases, offset-
ting the decrease in debt held by the public by an equal
amount. Thus, there is no net effect on gross Federal debt.

Table 4—6 derives the change in debt subject to limit. In
2014 the Federal funds deficit was $613 billion, and other
factors increased financing requirements by $312 billion.
The change in the Treasury operating cash balance in-
creased financing requirements by $70 billion, the net
financing disbursements of credit financing accounts in-
creased financing requirements by $128 billion, and other
factors increased financing requirements by $114 billion.
As discussed earlier in this chapter, this net $114 billion
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Table 4-7. FOREIGN HOLDINGS OF FEDERAL DEBT

(Dollar amounts in billions)

Change in debt held by the
Debt held by the public public?
Fiscal Year
Percentage
Total Foreign' foreign Total Foreign

1965 ..ot 260.8 12.3 47 39 0.3
1970 e 2832 14.0 5.0 5.1 38
1975 1t 394.7 66.0 16.7 51.0 9.2
1980 ..ot 711.9 121.7 17.1 71.6 1.4
1985 .ttt 1,507.3 222.9 14.8 200.3 47.3
1990 ..ot 2,411.6 463.8 19.2 220.8 72.0
1995 L 3,604.4 820.4 22.8 171.3 138.4
2000 ..o 3,409.8 1,038.8 30.5 -222.6 -242.6
4592.2 1,929.6 42.0 296.7 135.1

4,829.0 2,025.3 41.9 236.8 95.7

5,035.1 2,235.3 44.4 206.2 210.0

5,803.1 2,802.4 48.3 767.9 567.1

7,544.7 3,570.6 47.3 1,741.7 768.2

9,018.9 4,324.2 47.9 1,474.2 753.6

10,128.2 49121 48.5 1,109.3 587.9

11,281.1 5,476.1 48.5 1,152.9 564.0

11,982.7 5,652.8 47.2 701.6 176.7

12,779.9 6,066.4 47.5 7972 4136

" Estimated by Treasury Department. These estimates exclude a
data on foreign holdings are recorded by methods that are not fully

gency debt, the holdings of which are believed to be small. The
comparable with the data on debt held by the public. Projections

of foreign holdings are not available. The estimates include the effects of benchmark revisions in 1984, 1989, 1994, and 2000, annual

June benchmark revisions for 2002-2010, and additional revisions.

2 Change in debt held by the public is defined as equal to the change in debt held by the public from the beginning of the year to the

end of the year.

in other factors was mainly due to the October 2013 re-
investment of the TSP G-Fund. In addition, special funds
and revolving funds, which are part of the Federal funds
group, invested a net of $42 billion in Treasury securities.
A $114 billion adjustment is also made for the difference
between the trust fund surplus or deficit and the trust
funds’ investment or disinvestment in Federal securi-
ties (including the changes in NRRIT’s investments in
non-Federal securities). As discussed above, this unusu-
ally large adjustment amount is due primarily to the
restoration of the CSRDF following Treasury’s use of ex-
traordinary measures. As a net result of all these factors,
$1,075 billion in financing was required, increasing gross
Federal debt by that amount. Since Federal debt not sub-
ject to limit increased by $6 billion and the adjustment for
discount and premium changed by $13 billion, the debt
subject to limit increased by $1,082 billion, while debt
held by the public increased by $797 billion.

Debt subject to limit is estimated to increase by $834
billion in 2015 and by $708 billion in 2016. The projected
increases in the debt subject to limit are caused by the
continued Federal funds deficit, supplemented by the
other factors shown in Table 4-6. While debt held by the
public increases by $7,591 billion from the end of 2014

through 2025, debt subject to limit increases by $8,487
billion.

Foreign Holdings of Federal Debt

During most of American history, the Federal debt was
held almost entirely by individuals and institutions with-
in the United States. In the late 1960s, foreign holdings
were just over $10 billion, less than 5 percent of the total
Federal debt held by the public. Foreign holdings began
to grow significantly starting in 1970 and now represent
almost half of outstanding debt. This increase has been
almost entirely due to decisions by foreign central banks,
corporations, and individuals, rather than the direct mar-
keting of these securities to foreign residents.

Foreign holdings of Federal debt are presented in Table
4-7. At the end of 2014, foreign holdings of Treasury debt
were $6,066 billion, which was 47 percent of the total debt
held by the public.2! Foreign central banks and other for-
eign official institutions owned 68 percent of the foreign
holdings of Federal debt; private investors owned nearly
all the rest. At the end of 2014, the nations holding the

21 The debt calculated by the Bureau of Economic Analysis is dif-
ferent, though similar in size, because of a different method of valuing
securities.
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largest shares of U.S. Federal debt were China, which
held 21 percent of all foreign holdings, and Japan, which
held 20 percent. All of the foreign holdings of Federal debt
are denominated in dollars.

Although the amount of foreign holdings of Federal
debt has grown greatly over this period, the proportion
that foreign entities and individuals own, after increasing
abruptly in the very early 1970s, remained about 15-20
percent until the mid-1990s. During 1995-97, however,
growth in foreign holdings accelerated, reaching 33 per-
cent by the end of 1997. Foreign holdings of Federal debt
resumed growth in the following decade, increasing from
34 percent at the end of 2002 to 42 percent at the end of
2004 and to 48 percent at the end of 2008. Since 2008,
foreign holdings have remained relatively stable as a
percentage of Federal debt. As a percent of total Federal
borrowing from the public, foreign holdings were 47 per-
cent at the end of 2013 and 2014. The dollar increase in
foreign holdings was about 52 percent of total Federal
borrowing from the public in 2014 and 48 percent over
the last five years.

Foreign holdings of Federal debt are around 25 percent
of the foreign-owned assets in the United States, depend-
ing on the method of measuring total assets. The foreign
purchases of Federal debt securities do not measure the
full impact of the capital inflow from abroad on the mar-
ket for Federal debt securities. The capital inflow supplies
additional funds to the credit market generally, and thus

affects the market for Federal debt. For example, the
capital inflow includes deposits in U.S. financial interme-
diaries that themselves buy Federal debt.

Federal, Federally Guaranteed, and
Other Federally Assisted Borrowing

The Government’s effects on the credit markets arise not
only from its own borrowing but also from the direct loans
that it makes to the public and the provision of assistance to
certain borrowing by the public. The Government guaran-
tees various types of borrowing by individuals, businesses,
and other non-Federal entities, thereby providing assis-
tance to private credit markets. The Government is also
assisting borrowing by States through the Build America
Bonds program, which subsidizes the interest that States
pay on such borrowing. In addition, the Government has
established private corporations—Government-Sponsored
Enterprises—to provide financial intermediation for speci-
fied public purposes; it exempts the interest on most State
and local government debt from income tax; it permits
mortgage interest to be deducted in calculating taxable
income; and it insures the deposits of banks and thrift in-
stitutions, which themselves make loans.

Federal credit programs and other forms of assistance
are discussed in Chapter 20, “Credit and Insurance,” in
this volume. Detailed data are presented in tables accom-
panying that chapter.
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5. SOCIAL INDICATORS

The social indicators presented in this chapter illus-
trate in broad terms how the Nation is faring in selected
areas in which the Federal Government has significant
responsibilities. Indicators are drawn from six selected
domains: economic, demographic and civic, socioeconomic,
health, security and safety, and environment and energy.
The indicators shown in the tables in this chapter were
chosen in consultation with statistical and data experts
from across the Federal Government. These indicators are
only a subset of the vast array of available data on condi-
tions in the United States. In choosing indicators for these
tables, priority was given to measures that are broadly
relevant to Americans and consistently available over an
extended period. Such indicators provide a current snap-
shot while also making it easier to draw comparisons and
establish trends.

The measures in these tables are influenced to vary-
ing degrees by many Government policies and programs,
as well as by external factors beyond the Government’s
control. They do not measure the impacts of Government
policies. However, they do provide a quantitative pic-
ture of the progress (or lack of progress) toward some of
the ultimate ends that Government policy is intended
to promote, and of the baseline on which future policies
are set. Subsequent chapters in the Performance and
Management section of this volume discuss approaches to
assessing the impacts of Government programs and im-
proving their quality.

The President has made it clear that policy decisions
should be based upon evidence—evidence that identifies
the Nation’s greatest needs and challenges and evidence
about which strategies are working to overcome those
challenges. The social indicators in this chapter provide
useful context both for prioritizing budgetary and policy-
making resources and for evaluating how well existing
approaches are working.

Economic: The 2008-2009 economic downturn pro-
duced the worst labor market since the Great Depression.
The employment-population ratio dropped sharply from
its pre-recession level, and real GDP per person also
declined. The economy is steadily recovering, with the
unemployment rate declining to 5.6 percent in December
2014 from a high of 10 percent in October 2009, and job
growth accelerating in 2014. However, although em-
ployment has improved, there remains room for further
recovery. For example, rates of marginally attached and
underemployed workers are still well above pre-recession
levels.

Over the entire period from 1960 to 2014, the primary
pattern has been one of economic growth and rising living
standards. Real GDP per person has nearly tripled as tech-
nological progress and the accumulation of human and
physical capital have increased the Nation’s productive

capacity. The stock of physical capital including consumer
durable goods like cars and appliances amounted to over
$54 trillion in 2013, more than four times the size of the
capital stock in 1960, after accounting for inflation.

National saving, a key determinant of future prosper-
ity because it supports capital accumulation, fell from 5.7
percent in 2000 to 2.7 percent in 2005 as Federal budget
surpluses turned to deficits, and fell even further in the
recession that followed, turning negative in 2010. Since
then, national saving has modestly increased to 1.7 per-
cent in 2014. Meanwhile, the labor force participation
rate, also critical for growth, has declined for more than a
decade, in large part reflecting the beginning of a trend in
which the baby boom generation retires.

The United States continues to be a leader in innova-
tion. From 1970 to 2013, the rate of patents for invention
by U.S. inventors increased from 231 to 423 per million
population. National Research and Development (R&D)
spending has hovered between 2.2 percent and 2.8 per-
cent of GDP for the past 50 years, trending upward in
recent years.

Demographic and Civic: The U.S. population has
steadily increased from 1970, when it numbered 204 mil-
lion, to 319 million in 2014. The foreign born population
has increased rapidly since 1970, quadrupling from about
10 million in 1970 to 41 million in 2013. The U.S. popula-
tion is getting older, due in part to the aging of the baby
boomers, improvements in medical technology, and de-
clining birth rates. From 1970 to 2013, the percent of the
population over age 65 increased from 9.8 to 14.1, and the
percent over age 85 increased from 0.7 to 1.9.

The composition of American households and fami-
lies has evolved considerably over time. The percent of
Americans who have ever married continues to decline
as it has over the last five decades. Average family sizes
have also fallen over this period, a pattern that is typi-
cal among developed countries. After increasing for over
three decades, births to unmarried women age 15-17 and
the fraction of single parent households reached a turning
point in 1995. From 1995 to 2013, the number of births
per 1,000 unmarried women age 15-17 fell from 30 to 12,
the lowest level since at least 1970. Meanwhile, the frac-
tion of single parent households stopped increasing in
1995, stabilizing at about 9 percent of all households.

Charitable giving among Americans, measured by the
average charitable contribution per itemized tax return,
has generally increased over the past 50 years.! The ef-
fects of the 2008-2009 recession are evident in the sharp
drop in charitable giving from 2005 to 2010, but much of
that decline was reversed in 2012. More Americans are

1 This measure includes charitable giving only among those who
claim itemized deductions. It is therefore influenced by changes in tax
laws and in the characteristics of those who itemize.
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volunteering. In 1990, 20 percent of Americans volun-
teered at least once; in 2013, 25 percent volunteered. The
political participation of Americans, measured by the vot-
ing rate in Presidential elections, declined from about 63
percent in 1964 to 57 percent in 1972. It fell further in the
1996 and 2000 elections, reaching a low of only 50 percent
in 1996. However, the Presidential election voting rate
rebounded in the past three elections, averaging close to
57 percent. The cultural engagement of Americans has
changed over time. The percentage of adults attending vi-
sual or performing arts activities, including movie going,
decreased from 72 percent in 1980 to 64 percent in 2012.
The percentage of Americans engaging in leisure read-
ing decreased from 66 percent in 1990 to 58 percent in
2012. However, new modes of cultural engagement have
emerged, such as consumption of entertainment and new
kinds of media via the internet and electronic devices.

Socioeconomic: Education is a critical component of the
Nation’s economic growth and competitiveness, while also
benefiting society in areas such as health, crime, and civic
engagement. Between 1960 and 1980, the percentage of
25- to 34-year olds who have graduated from high school
increased from 58 percent to 84 percent, a gain of 13 per-
centage points per decade. Progress has slowed since then
with a five percentage point gain over the past 33 years.
But the percentage of 25- to 34-year olds who have gradu-
ated from college continues to rise, from only 11 percent
in 1960 to 33 percent in 2013. Reading and mathematics
achievement show little if any improvement for American
17-year olds over the period from 1970 to 2012. However,
achievement in these areas has improved among 9- and
13-year olds, especially for mathematics and particularly
since the 2004 assessment. While the percentage of the
population with a graduate degree has risen over time,
the percentage of graduate degrees in science and engi-
neering fell by half in the period between 1960 to 1980,
from 22 percent to 11 percent, and remained at 13 percent
in 2013.

Although national prosperity has grown considerably
over the past 50 years, these gains have not been shared
equally. Real disposable income per capita more than tri-
pled since 1960, but real income for the median household
increased only 21 percent from 1970 to 2000, and has de-
clined by 9 percent since 2000. The income share of the top
1 percent of taxpayers, approximately 9 percent in 1980,
rose to 22 percent in 2012. In contrast, the income share
of the bottom 50 percent of taxpayers declined from 18
percent in 1980 to 11 percent in 2012. From 2000 to 2012,
the poverty rate, the percentage of food-insecure house-
holds, and the percentage of Americans receiving benefits
from the Supplemental Nutrition Assistance Program
(formerly known as the Food Stamp Program), increased
as Americans struggled with the economic downturn.
However, each of these measures has declined slightly in
the last one or two years as the economic recovery has
taken hold.

After increasing from 1990 to 2005, homeownership
rates have fallen since the 2008 housing crisis. The share

of families with children and severe housing cost burdens
more than doubled from 8 percent in 1980 to 18 percent in
2011, before falling to 16 percent in 2013.

Health: America has by far the most expensive health
care system in the world, yet has historically had much
higher rates of uninsured than other countries with com-
parable wealth. National health expenditures as a share
of GDP have increased from about 5 percent in 1960 to
over 17 percent in 2013. This increase in health care
spending has coincided with improvements in medical
technology that have improved health, but the level of per
capita spending in the United States is far greater than
that in other Organization for Economic Cooperation and
Development (OECD) countries that have experienced
comparable health improvements. In recent years, how-
ever, health care spending as a share of GDP has leveled
off, reflecting some combination of structural changes and
economic conditions. Rates of uninsured, at 17 percent
for non-elderly adults and 6 percent for children in 2014,
appear to have declined substantially since the major
coverage provisions of the Affordable Care Act took ef-
fect in 2014.2 A number of surveys have found that the
Affordable Care Act reduced the number of uninsured by
about 10 million in 2014, and it is projected to further re-
duce the number of uninsured in the years ahead.?*

Some key indicators of national health have improved
since 1960. Life expectancy at birth increased by nine
years, from 69.7 in 1960 to 78.8 in 2012. Infant mortality
fell from 26 to approximately 6 per 1,000 live births, with
a rapid decline occurring in the 1970s.

Improvement in health-related behaviors among
Americans has been mixed. Although the percent of adults
who smoke cigarettes in 2013 was less than half of what
it was in 1970, rates of obesity have soared. In 1980, 15
percent of adults and 6 percent of children were obese; in
2011, 35 percent of adults and 17 percent of children were
obese. Adult obesity continued to rise even as the share
of adults engaging in regular physical activity increased
from 15 percent in 2000 to 21 percent in 2013.

Security and Safety: The last three decades have wit-
nessed a remarkable decline in crime. From 1980 to 2013,
the property crime rate dropped by 74 percent while the
murder rate fell by half. Road transportation has also
become safer. Safety belt use increased by 16 percentage
points from 2000 to 2013, and the annual number of high-
way fatalities fell by 36 percent from 1970 to 2012 despite
the increase in the population.

The number of military personnel on active duty has
declined for several years, reflecting the withdrawal of
U.S. troops from Iraq and Afghanistan. In 2013 the ac-
tive duty count fell below the level in 2000, prior to the
wars in Iraq and Afghanistan. The highest count of active
duty military personnel was 3.07 million in 1970, reached

2 Rates of uninsured in 2014 are based on preliminary January-June
2014 data from the National Health Interview Survey. http:/ /www.cdc.
gov/nchs/data/nhis/earlyrelease/insur201412.pdf

3 hitp: | www.whitehouse.gov/blog/2014/12/18/2014-has-seen-
largest-coverage-gains-four-decades-putting-uninsured-rate-or-near-his

4 Congressional Budget Office. 2014. “Updated Estimates of the Ef-
fects of the Insurance Coverage Provisions of the Affordable Care Act,
April 2014.” Washington, DC: Congressional Budget Office.
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http://www.whitehouse.gov/blog/2014/12/18/2014-has-seen-largest-coverage-gains-four-decades-putting-uninsured-rate-or-near-his
http://www.whitehouse.gov/blog/2014/12/18/2014-has-seen-largest-coverage-gains-four-decades-putting-uninsured-rate-or-near-his

5. SOCIAL INDICATORS

51

during the Vietnam War. The number of veterans has de-
clined from 29 million in 1980 to 22 million in 2013.

Environment and Energy: The Nation’s future well-be-
ing and prosperity depend on stewardship of our natural
resources, the environment, and on our ability to grow
a clean energy economy. Substantial progress has been
made on air quality in the United States, with the con-
centration of particulate matter falling 34 percent from
2000 to 2013.

Although technological advances and a shift in produc-
tion patterns mean that Americans now use less than
half as much energy per real dollar of GDP as they did 50
years ago, rising income levels have contributed to a level
of per capita consumption that has remained relatively
constant over the last 40 years. The percent of U.S. elec-
tricity production from renewable sources grew from 8.8
percent in 2005 to 12.9 percent in 2013.

Moving forward, the greatest environmental chal-
lenge is reducing greenhouse gas emissions. In 2014, the
President announced a target reduction in the range of
26-28 percent of 2005 net greenhouse gas emissions by
2025.5 From 2005 to 2012, gross greenhouse gas emis-
sions fell by 10 percent. Gross greenhouse gas emissions
per capita and per unit of GDP fell by 15 and 17 percent,
respectively. However, annual mean atmospheric carbon
dioxide (CO2) concentration, a global measure of climate
change, continues to rise. In 1960 the level of CO2 con-
centration was 13 percent above its pre-industrial level of
280 ppm; in 2014 it was 42 percent above the pre-indus-
trial level.

5 hitp: ! | www.whitehouse.gov / the-press-office/ 2014/ 11/ 11/ fact-
sheet-us-china-joint-announcement-climate-change-and-clean-energy-c

Table 5-1. SOCIAL INDICATORS
Calendar Years 1960 | 1970 | 1980 | 1990 | 1995 | 2000 | 2005 | 2010 | 2011 | 2012 | 2013 | 2014
Economic
General Economic Conditions
1 Real GDP per person (chained 2009 dollars) ' .......ccccoovvvvvvvennnn. 17,199| 23,024| 28,326| 35,795| 38,166| 44,474| 48,089| 47,724| 48,137| 48,908| 49,642 50,244
2 Real GDP per person change, 5-year annual average ! ........ 0.8 25 2.7 25 1.3 3.3 16/ -02| -03| -02 0.4 1.4
3 CONSUMET PFCE INABX 2 ... vvvovvvrevcesssseeseeessssseessessssnee 127| 167 354| 56.1| 654 739/ 838/ 936/ 96.6/ 98.6| 100.0 N/A
4 Private goods producing (%) ....cceeeeeeemreneenrinerineneesseeeeeneeens N/A N/A N/A N/A N/A|  249| 239| 223| 228/ 228 228 N/A
5 Private services producing (%) ......ceeeemeeerrnemersneereesneesesienens N/A N/A N/A N/A N/A| 754 76.1 717\ 772 712|772 N/A
Jobs and Unemployment
6 Labor force participation rate (%) ........c.cveeerereeeeneeenerseenseinens 59.4| 604| 638/ 665 666/ 67.1 66.0] 64.7| 641 63.7] 632 62.9
7 Employment (MIllIONS) .........cuvreeerererieereerreesiseeiesneeeesenns 65.8| 78.7| 99.3| 118.8| 1249/ 136.9| 141.7| 139.1| 139.9| 1425 1439 1463
8 Employment-population ratio (%) .........ceeeeenreermneeeesneeneeneenns 56.1 57.4| 59.2| 628| 629 644 627 585 584| 586| 586 59.0
9 Payroll employment change - December to December, SA
(MIIONS) ettt -0.4 -0.5 0.3 0.3 2.2 1.9 25 1.1 2.1 22 23 3.0
10 Payroll employment change - 5-year annual average, NSA
(MIIONS) v 0.7 2.0 27 24 1.6 29 04| -07/ -09/ -08/ -02 1.5
11 Civilian unemployment rate (%) ..........ceevererereereeneeseenerenineinns 55 49 741 5.6 5.6 4.0 5.1 9.6 8.9 8.1 7.4 6.2
12 Unemployment plus marginally attached and underemployed (%) ... N/A N/A N/A N/A| 1041 7.0 89| 167| 159 147| 138 12.0
13 Receiving Social Security disabled-worker benefits (% of
POPUIALION) 3 ...t 0.9 2.0 2.8 25 3.3 3.7 45 5.5 5.7 5.9 5.9 5.9
Infrastructure, Innovation, and Capital Investment
14 Nonfarm business output per hour (average 5 year % change) * ... 1.8 2.1 1.2 1.6 1.6 2.8 32 2.0 1.8 1.7 1.7 N/A
15 Corn for grain production (million bushels) ............cccceeeeivrniniinnes 3,907| 4,152| 6,639| 7,934 7,400| 9,915/ 11,112| 12,447| 12,358| 10,780| 13,925| 14,475
16 Real net stock of fixed assets and consumer durable goods
(billioNS Of 20128) 3 ..covvvverreveerrreereveerssseeressessssssseessessssnns 13,242| 19,784| 29,219| 33,148| 35,420| 41,197| 51,026| 53,117| 53,172| 53,572| 54,281 N/A
17 Population served by secondary wastewater treatment or better
(%) B e N/A 41.6 56.4 63.7 61.1 714 74.3 72.0 N/A N/A N/A N/A
18 Electricity net generation (kWh per capita) .........ccoceeerneeernrenns 4,202| 7,486| 10,076| 12,170 12,594| 13,475| 13,723| 13,336| 13,159| 12,896 12,837 N/A
19 Patents for invention, U.S. origin (per million population) 7 ........... N/A 231 164 190 209 301 253 348 349 386 423 N/A
20 Net national saving rate (% of GDP) T .......c.c..comeerrvrimermrrissnrirnnns 10.8 8.5 7.2 39 4.0 5.8 27/ -09| -01 1.8 24 1.7
21 R&D spending (% of GDP) 8 ..........ccooovrvvvvveeeeseeeesseeees e 2.52 2.44 2.21 2.54 2.40 2.61 2.50 2.72 2.76 2.80 N/A N/A
Demographic and Civic
Population
22 Total population (MIONS) & ..........vveeeermmrrrrreeeerissereeeesisssereneenns N/A| 204.0] 227.2| 249.6| 266.3] 282.2| 2955 309.3| 311.6| 313.9| 316.1 318.9
23 Foreign born population (millions) 10 .............ccceeevvvrveerrvviserrinnnns 9.7 96| 1441 19.8 N/Al 314 375 40.0/ 404| 408| 413 N/A
24 17 years and YOUNGET (%) @ ...c.vvvvuummrnrrrrreerssssessssssssssssssssssssns N/A N/A| 280 257| 261 257| 249| 240( 237 235 233 23.1
25 65 years and 0lder (%)  .......oowvvvereeeverieeeereeeeeesseeseseesiesees e N/A 9.8 11.3 12.5 12.7 12.4 12.4 13.1 13.3 13.7 141 N/A
26 85 years and 0lder (%) 9 .......ooovevvoeeeeverieeeeseeeeeeesesesee s N/A 0.7 1.0 1.2 1.4 1.5 1.6 1.8 1.8 1.9 1.9 N/A
Household Composition
27 Ever married (% of age 15 and older) " .........cccooevvviveervviienrrinnnns 78.0| 75.1 741] 738 729| 719 709| 693 692 688 686 68.3


http://www.whitehouse.gov/the-press-office/2014/11/11/fact-sheet-us-china-joint-announcement-climate-change-and-clean-energy-c
http://www.whitehouse.gov/the-press-office/2014/11/11/fact-sheet-us-china-joint-announcement-climate-change-and-clean-energy-c
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Table 5-1. SOCIAL INDICATORS—Continued
Calendar Years 1960 | 1970 | 1980 | 1990 | 1995 | 2000 | 2005 | 2010 | 2011 | 2012 | 2013 | 2014
28 Average family Size 12 ..........cccoocvvoiereeviiiseesiseseses s 3.7 3.6 3.3 3.2 3.2 3.2 3.1 3.2 3.1 3.1 3.1 3.1
29 Births to unmarried women age 15-17 (per 1,000 unmarried
women age 15-17) N/A 171 20.6 29.6 30.1 23.9 19.4 16.8 14.9 13.7 11.9 N/A
30 Single parent households (%) 44 52 75 8.3 9.1 8.9 8.9 9.1 9.1 9.3 9.1 8.9
Civic and Cultural Engagement
31 Average charitable contribution per itemized tax return (2012
AONArS) ™ oo . 2,172 2,155| 2,486 3,125| 3,322 4,409| 4,514| 3,843| 3,847| 4,372 N/A N/A
32 Voting for President (% of voting age population) ' .................... 63.4| 57.0/ 551| 564 498| 52.1| 56.7| 583 N/A|  54.9 N/A N/A
33 Persons volunteering (% age 16 and older) 15 ...........cccc..cooeerrvvnnn. N/A N/A N/A| 204 N/A N/A| 288 26.3] 268 265 254 N/A
34 Attendance at visual or performing arts activity, including movie
going (% age 18 and older) 6 ... N/A NA| 717 721 N/A| 7041 N/A N/A| 639 635 N/A N/A
35 | Leisure reading (books not required for work or school) 6 ......... N/A|  NA| NA| 660 NA| 589 NAl NA|l 589 582 NA N/A
Socioeconomic
Education
36 High school graduates (% of age 25-34) 17 ............cccooerrrevrvvrennnn. 58.1 715| 842 841 N/A| 839| 86.4| 872 879 884 886 N/A
37 | College graduates (% of age 25-34) 8 11.0] 155 233| 227/ NA| 275 299 31| 315 322 329 N/A
38 Reading achievement score (age 17) ' N/A 285 285 290 288 288 283 286 N/A 287 N/A N/A
39 Math achievement score (age 17) 20 ........ccovmrreeeeriinnsereeeeesnnnnns N/A 304 298 305 306 308 305 306 N/A 306 N/A N/A
40 Science and engineering graduate degrees (% of total graduate
[0 EToT =TT TSR 2200 172| 112| 147] 142 126| 127] 121 124| 126 132 N/A
41 Receiving special education services (% of age 3-21 public
SChOOI STUAENES) ...vvvveeeiriceer e N/A N/A| 101 11.4| 124 133] 137 13.0| 129 129 N/A N/A
Income, Savings, and Inequality
42 Real median income: all households (2013 dollars) ...........c....... N/A| 46,759| 47,668| 51,735 51,719| 56,800| 55,278| 52,646| 51,842| 51,759 51,939 N/A
43 Real disposable income per capita (chained 2009 dollars) ' ........ 11,877| 16,643| 20,159| 25,555| 27,180| 31,524 34,424| 35,688| 36,314| 37,156| 36,815 N/A
44 | Adjusted gross income share of top 1% of all taxpayers .............. N/A N/A 85 140/ 146/ 208/ 212] 189 187 219 N/A N/A
45 Adjusted gross income share of lower 50% of all taxpayers ........ N/A N/A| 177 150| 145 13.0] 129| 117| 11.6] 11.1 N/A N/A
46 Personal saving rate (% of disposable personal income) ' .......... 10.1 126/ 105 7.8 6.4 42 25 5.6 6.0 7.2 4.9 4.9
47 POVEITY 1ALE (%) 21 rvvveerrreerereensssseeesssesssssssssssssssssesssssssssnnas 222 126/ 130f 135 138 113 126] 151 15.0 15.0/ 145 N/A
48 | Food-insecure households (% of all households) % ..................... N/A|  NA|  NA|  NA| 119 105 11.0) 145 149] 145 143 N/A
49 Supplemental Nutrition Assistance Program (% of population on
NAP) 23 eeeessisisssssssssse s sessssessssssss s N/A 33 9.5 8.2 9.9 6.1 89| 135 146 150[ 15.0 14.5
50 Median wealth of households, age 55-64 (in thousands of 2013
AONAIS) 24 ...ooo s 78 N/A 153 177 175 243 311 192 N/A N/A 166 N/A
Housing
51 Homeownership among households with children (%) ................. N/A N/A N/A| 636 65.1 67.5| 684 655 633 629 625 N/A
52 Families with children and severe housing cost burden (%) % ..... N/A N/A 8 10 12 11 145 17.9| 183] 170 157 N/A
53 Families with children and inadequate housing (%) % ................. N/A N/A 9 9 7 7 54 5.3 55 5.2 5.0 N/A
Health
Health Status
54 Life expectancy at birth (years) 69.7| 708 737 754 758| 76.8| 776| 787 787 788 N/A N/A
55 Infant mortality (per 1,000 live births) ...... .| 26.0] 20.0/ 126 9.2 7.6 6.9 6.9 6.2 6.1 6.0 N/A N/A
56 Low birthweight [<2,500 gms] (% of babigs) 27 ..........cccc.vrrmerrvvnnne 7.7 7.9 6.8 7.0 7.3 7.6 8.2 8.2 8.1 8.0 8.0 N/A
57 | Activity limitation (% of age 5-17) & N/A N/A N/A N/A N/A 7.0 8.0 9.2 9.3 9.4 9.2 N/A
58 Activity limitation (% of age 18 and over) 2° N/A N/A N/A N/A N/A|  279] 29.1| 29.9| 298| 284| 295 N/A
59 Difficulties with activities of daily living (% of age 65 and over) % ... N/A N/A N/A N/A N/A 6.3 6.2 6.8 7.3 6.5 7.3 N/A
Health Behavior
60 Engaged in regular physical activity (% of age 18 and older) %' ... N/A N/A N/A N/A N/A| 150/ 166| 207 21.0/ 20.8| 210 N/A
61 Obesity (% of age 20~74 with BMI 30 or greater) % ...........ccoooo... 134 N/A| 150/ 232 N/A|  309| 351| 361 353 N/A N/A N/A
62 Obesity (% of age 2-19) 33 N/A N/A 55/ 10.0 N/A|  139] 154| 169 16.9 N/A N/A N/A
63 Cigarette smokers (% of age 18 and older) . N/A| 392 327 253| 246 231 208/ 193] 19.0, 182 17.9 N/A
64 Excessive alcohol use (% of age 18 and older) ** ............c.ccc... N/A N/A N/A N/A N/A 8.7 89| 101 9.4 9.6 9.5 N/A
Access to Health Care
65 Total national health expenditures (% of GDP) .......ccccovevrevnienn. 5.0 7.0 89 1241 134| 134| 155 174 74| 174] 174 N/A
66 Persons without health insurance (% of age 18-64)% ............... N/A N/A N/A N/A| 169 18.9| 193] 223| 212 209| 205 17.0
67 Persons without health insurance (% of age 17 and younger)  .... N/A N/A N/A N/A|  13.0 12.6 9.3 7.8 7.0 6.6 6.6 6.1
68 Children age 19-35 months with recommended vaccinations (%) % ... N/A N/A N/A N/A| 551 72.8| 76.1 56.6| 685 684 704 N/A
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Table 5-1. SOCIAL INDICATORS—Continued

Calendar Years 1960 | 1970 | 1980 | 1990 | 1995 | 2000 | 2005 | 2010 | 2011 | 2012 | 2013 | 2014
Security and Safety
Crime
69 Property crimes (per 100,000 households) %7 ..........cccoooveomerrveeea. N/A N/A| 49,610 34,890| 31,547| 19,043| 15,947| 12,541| 13,868| 15,584| 13,144 N/A
70 Violent crime victimizations (per 100,000 population age 12 or
older) 3 ... . N/A N/A| 4940 4,410| 7,068 3,749 2,842| 1,928| 2,257| 2,612| 2,317 N/A

7 Murder rate (per 100,000 persons 5.1 79/ 102 9.4 8.2 55 5.6 4.8 47 47 45 N/A

National Security

72 Military personnel on active duty (thousands) % ..................cc..... 2,475 3,085 2,051| 2,044| 1518 1,384 1,389 1431| 1425 1,400{ 1,382 1,338

73 | Veterans (tNOUSANAS) .....cceeueveemeeerereiinersieressenssssessseessesesseens 22,534| 26,976| 28,640| 27,320| 26,198| 26,551| 24,521 23,032| 22,676 22,328| 21,973 N/A
Transportation Safety

T4 | Safety DEIt USE (%) wurveeereerrrereeesresissneesssesessessssssssssesssessessnees N/A N/A N/A N/A N/A 7 82 85 84 86 87 N/A

75 Highway fatalities ..o 36,399| 52,627| 51,091| 44,599| 41,817| 41,945| 43510 32,999| 32,479| 33,561 N/A N/A

Environment and Energy
Air Quality and Greenhouse Gases

76 Ground level ozone (ppm) based on 222 monitoring sites ........... N/A N/A|  0.101| 0.090/ 0.090| 0.082| 0.080| 0.073| 0.074| 0.076| 0.068 N/A
77 Particulate matter 2.5 (ug/m3) based on 537 monitoring sites ..... N/A N/A N/A N/A N/A| 135 128 9.9 9.8 9.1 8.9 N/A
78 Annual mean atmospheric CO2 concentration (Mauna Lao,

Hawaii; DPM) 40 ..o sssessssenes 316.9| 325.7| 338.7| 354.4| 360.8| 369.5| 379.8) 389.9| 391.6| 393.8| 3965 398.6
79 Gross greenhouse gas emissions (teragrams CO2 equivalent) 41 ... N/A N/A N/A| 6,233| 6,613| 7,107| 7,254| 6,875 6,753| 6,526 N/A N/A
80 Net greenhouse gas emissions, including sinks (teragrams CO2

EQUIVAIENT) ..oveeeviisetci it N/A N/A N/A| 5,402| 5809 6,415 6,223| 5907 5,773| 5,546 N/A N/A
81 Gross greenhouse gas emissions per capita (metric tons CO2

EQUIVAIENT) ..ot N/A N/A N/A|  246| 245 248| 242| 219 214] 205 N/A N/A
82 Gross greenhouse gas emissions per 2005$ of GDP (kilograms

CO2 eQUIVAIENL) .. N/A N/A N/A| 0.697| 0.654| 0.566| 0.510| 0.465| 0.449| 0.422 N/A N/A

Energy

83 Energy consumption per capita (million Btu) .........c.cccovereenieenen. 250 331 344 338 342 350 339 317 313 303 309 N/A
84 Energy consumption per 2009$ GDP (thousand Btu per 20099) ... 145 144] 121 9.4 8.9 7.9 7.0 6.6 6.5 6.2 6.2 N/A
85 Electricity net generation from renewable sources, all sectors (%

OF OTAI) oo 19.7] 164] 124 118] 115 9.4 88| 104 125/ 122] 129 N/A

N/A=Number is not available.

" Data for 2014 are averages of the first 3 quarters.

2 Adjusted CPI-U. 2013=100.

3 Gross prevalence rate for persons receiving Social Security disabled-worker benefits among the estimated population insured in the event of disability at end of year. Gross rates do
not account for changes in the age and gender composition of the insured population over time.

4Values for prior years have been revised from the prior version of this publication.

5Data adjusted by OMB to real 2012 dollars.

6 Data correspond to years 1972, 1982, 1992, 1996, 2000, 2004, 2008.

7 Patent data adjusted by OMB to incorporate total population estimates from U.S. Census Bureau.

8The R&D to GDP ratio is now revised to reflect the new methodology introduced in the 2013 comprehensive revision of the GDP and other National Income and Product accounts
by the U.S. Bureau of Economic Analysis (BEA). In late July 2013, BEA reported GDP and related statistics that were revised back to 1929. The new GDP methodology treats R&D as
investment in all sectors of the economy, among other methodological changes. The net effects of these changes are somewhat higher levels of GDP year to year and corresponding
decreases in the R&D to GDP ratios reported annually by the National Science Foundation (NSF). For further details see NSF’s InfoBrief “R&D Recognized as Investment in U.S. Gross
Domestic Product Statistics: GDP Increase Lowers R&D-to-GDP Ratio” at > http://www.nsf.gov/statistics/<.

9 Data source and values for 2010 to 2013 have been updated relative to the prior version of this publication.

10 Data source for 1960 to 2000 is the decennial census; data source for 2006, 2010, 2011, 2012, and 2013 is the American Community Survey.

" For 1960, age 14 and older.

12 Average size of family households. Family households are those in which there is someone present who is related to the householder by birth, marriage, or adoption.

18 Charitable giving reported as itemized deductions on Schedule A.

14 Data correspond to years 1964, 1972, 1980, 1992, 1996, 2000, 2004, 2008, and 2012. The voting statistics in this table are presented as ratios of official voting tallies, as reported by
the U.S. Clerk of the House, to population estimates from the Current Population Survey.

15 Refers to those who volunteered at least once during a one-year period, from September of the previous year to September of the year specified. For 1990, refers to 1989 estimate
from the CPS Supplement on volunteers.

16 The 1980, 1990, 2000, and 2011 data come from the 1982, 1992, 2002, and 2008 waves of the survey, respectively.

17 For 1960, includes those who have completed 4 years of high school or beyond. For 1970 and 1980, includes those who have completed 12 years of school or beyond. For 1990
onward, includes those who have completed a high school diploma or the equivalent.

18 For 1960 to 1980, includes those who have completed 4 or more years of college. From 1990 onward, includes those who have a bachelor’s degree or higher.

19 Data correspond to years 1971, 1980, 1990, 1994, 1999, 2004, 2008, and 2012.

20 Data correspond to years 1973, 1982, 1990, 1994, 1999, 2004, 2008, and 2012.

21 The poverty rate does not reflect noncash government transfers.

22 Food-insecure classification is based on reports of three or more conditions that characterize households when they are having difficulty obtaining adequate food, out of a total of 10
such conditions.


http://www.nsf.gov/statistics
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232014 reflects average monthly participation from January through June 2014 due to lags in data availability.

24 Data values shown are 1962, 1983, 1989, 1995, 2001, 2004, 2010, and 2013. For 1962, the data source is the SFCC; for subsequent years, the data source is the SCF.

2 Expenditures for housing and utilities exceed 50 percent of reported income. Some data interpolated.

% |nadequate housing has moderate to severe problems, usually poor plumbing, or heating or upkeep problems. Some data interpolated.

27 Data for 2013 are preliminary.

28 Total activity limitation includes receipt of special education services; assistance with personal care needs; limitations related to the child’s ability to walk; difficulty remembering or
periods of confusion; limitations in any activities because of physical, mental, or emotional problems.

29 Activity limitation among adults aged 18 and over is defined as having a basic action difficulty in one or more of the following: movement, emotional, sensory (seeing or hearing), or
cognitive.

%0 Activities of daily living include personal care activities: bathing or showering, dressing, getting on or out of bed or a chair, using the toilet, and eating. Persons are considered to have
an ADL limitation if any condition(s) causing the respondent to need help with the specific activities was chronic.

81 Participation in leisure-time aerobic and muscle-strengthening activities that meet 2008 Federal physical activity guidelines.

32 BMI refers to body mass index. The 1960, 1980, 1990, 2000, 2005, 2010, 2011 data correspond to survey years 1960-1962, 19761980, 1988-1994, 1999-2000, 2005-2006,
2009-2010 and 2011-2012, respectively.

33 Percentage at or above the sex-and age-specific 95th percentile BMI cutoff points from the 2000 CDC growth charts. The 1980, 1990, 2000, 2005, 2010, 2011 data correspond to
survey years 1976-1980, 1988-1994, 1999-2000, 2005-2006, 2009-2010, and 2011-2012, respectively.

34 Percent of age 18 and over who had five or more drinks in a day on at least 12 days in the past year.

35 A person was defined as uninsured if he or she did not have any private health insurance, Medicare, Medicaid, CHIP (1999-2011), state-sponsored, other government-sponsored
health plan (1997-2011), or military plan. A person was also defined as uninsured if he or she had only Indian Health Service coverage or had only a private plan that paid for one type
of service such as accidents or dental care. In 1993-1996 Medicaid coverage is estimated through a survey question about having Medicaid in the past month and through participation
in Aid to Families with Dependent Children (AFDC) or Supplemental Security Income (SSI) programs. In 1997 to 2013, Medicaid coverage is estimated through a question about current
Medicaid coverage. Beginning in the third quarter of 2004, a Medicaid probe question was added to reduce potential errors in reporting Medicaid status. Persons under age 65 with no
reported coverage were asked explictly about Medicaid coverage.

3 Recommended vaccine series changed over time. 1995 and 2000 data correspond with the 4:3:1:3:3 recommended series; 2005 data correspond with the 4:3:1:3:3:1 series; 2010,
2011, 2012, and 2013 data correspond with the 4:3:1:3*:3:1:4 series.

87 Property crimes, including burglary, motor vehicle theft, and property theft, reported by a sample of households. Includes property crimes both reported and not reported to law
enforcement.

38 Violent crimes include rape, robbery, aggravated assault, and simple assault. Includes crimes both reported and not reported to law enforcement. Due to methodological changes
in the enumeration method for NCVS estimates from 1993 to present, use caution when comparing 1980 and 1990 criminal victimization estimates to future years. Estimates from 1995
and beyond include a small number of victimizations, referred to as series victimizations, using a new counting strategy. High-frequency repeat victimizations, or series victimizations,
are six or more similar but separate victimizations that occur with such frequency that the victim is unable to recall each individual event or describe each event in detail. Including series
victimizations in national estimates can substantially increase the number and rate of violent victimization; however, trends in violence are generally similar regardless of whether series
victimizations are included. See Methods for Counting High-Frequency Repeat Victimizations in the National Crime Victimization Survey, NCJ 237308, BJS web, April 2012 for further
discussion of the new counting strategy and supporting research.

%9 For all years, the actuals reflect Active Component only excluding full-time Reserve Component members and RC mobilized to active duty. End Strength for 2014 is preliminary.

40 Data for 2014 are preliminary.

“1The gross emissions indicator does not include sinks, which are processes (typically naturally occurring) that remove greenhouse gases from the atmosphere. Gross emissions are
therefore more indicative of trends in energy consumption and efficiency than are net emissions.
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Table 5-2.

SOURCES FOR SOCIAL INDICATORS

Indicator

Source

—_

N

&~ W

o

20

21

22

23

24

25

26

Economic
General Economic Conditions
Real GDP per person (chained 2009 dollars)

Real GDP per person change, 5-year annual average

Consumer Price Index
Private goods producing (%)

Private services producing (%)

Jobs and Unemployment
Labor force participation rate (%)
Employment (millions)
Employment-population ratio (%) .
Payroll employment change - December to December, SA (millions) ..
Payroll employment change - 5-year annual average, NSA (millions)
Civilian unemployment rate (%) ..........cewveverimerineemrerinsiesensiesiseenes
Unemployment plus marginally attached and underemployed (%) ..
Receiving Social Security disabled-worker benefits (% of population)

Infrastructure, Innovation, and Capital Investment
Nonfarm business output per hour (average 5 year % change)
Corn for grain production (million bushels)

Real net$stock of fixed assets and consumer durable goods (billions of
20129)

Population served by secondary wastewater treatment or better (%)

Electricity net generation (kWh per capita)

Patents for invention, U.S. origin (per million population)

Net national saving rate (% of GDP)

R&D spending (% Of GDP) .......cuuiuucrierrireieeieesieriseiesseecs e
Demographic and Civic
Population

Total population (millions)

Foreign born population (millions)

17 years and younger (%)

65 years and older (%)

85 years and older (%)

Household Composition

Bureau of Economic Analysis, National Economic Accounts Data. http.//www.bea.gov/
nationall

Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/
nationall

Bureau of Labor Statistics, BLS Consumer Price Index Program. http.//www.bls.gov/cpil

Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/
nationall

Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/
nationall

Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps
Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps

.. |Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps
.. |Bureau of Labor Statistics, Current Employment Statistics program. http://www.bls.gov/ces/

Bureau of Labor Statistics, Current Employment Statistics program. http.//www.bls.gov/ces/

.. |Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps
.. |Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps

Social Security Administration, Office of Research, Evaluation, and Statistics, Annual Statistical
Supplement to the Social Security Bulletin, tables 4.C1 5.A4. http://www.ssa.gov/policy/
docs/statcomps/supplement/

.. |Bureau of Labor Statistics, Major Sector Productivity Program. http://www.bls.gov/lpc/

National Agricultural Statistics Service, Agricultural Estimates Program. http://www.nass.
usda.gov/

Bureau of Economic Analysis, National Economic Accounts Data. http.//www.bea.gov/
nationall

U.S. Environmental Protection Agency, Clean Watersheds Needs Survey. http.//www.epa.gov/
cwns

U.S. Energy Information Administration, Monthly Energy Review, October 2014, Table 7.2a http://
www.eia.gov/totalenergy/data/monthly/index.cfm; EIA, Annual Energy Review 2011,
Table D1 (1960-2005) http://www.eia.gov/totalenergy/data/annual/index.cfm; and,
U.S. Census Bureau, Population Division, Vintage 2013 Population Estimates (2010-2013)
http://www.census.gov/popest/data/national/totals/2013/index.html.

U.S. Patent and Trademark Office, Patent Technology Monitoring Team, U.S. Patent Statistics
Chart, Calendar Years 1963-2013. http://www.uspto.gov/web/offices/ac/ido/oeip/tat/
us_stat.htm; and, U.S. Census Bureau, Population Division.

Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/
nationall

National Science Foundation, National Patterns of R&D Resources. http://www.nsf.gov/
statistics/natlpatterns/

U.S. Census Bureau, Population Division, Vintage 2014 Population Estimates (2014), Vintage
2013 Population Estimates (2010-2013), 2000-2010 Intercensal Estimates (2000-2005), 1990-
1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980), 1970-1980
Intercensal Estimates (1970).

U.S. Census Bureau, Population Division, Decennial Census and American Community Survey.
http://www.census.gov/prod/www/abs/decenniall and http://www.census.gov/
acs

U.S. Census Bureau, Population Division, Vintage 2014 Population Estimates (2014), Vintage
2013 Population Estimates (2010-2013), 2000-2010 Intercensal Estimates (2000-2005), 1990-
1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980), 1970-1980
Intercensal Estimates (1970).

U.S. Census Bureau, Population Division, Vintage 2014 Population Estimates (2014), Vintage
2013 Population Estimates (2010-2013), 2000-2010 Intercensal Estimates (2000-2005), 1990-
1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980), 1970-1980
Intercensal Estimates (1970).

U.S. Census Bureau, Population Division, Vintage 2014 Population Estimates (2014), Vintage
2013 Population Estimates (2010-2013), 2000-2010 Intercensal Estimates (2000-2005), 1990-
1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980), 1970-1980
Intercensal Estimates (1970).



http://www.bea.gov/national
http://www.bea.gov/national
http://www.bea.gov/national
http://www.bea.gov/national
http://www.bls.gov/cpi
http://www.bea.gov/national
http://www.bea.gov/national
http://www.bea.gov/national
http://www.bea.gov/national
http://www.bls.gov/cps
http://www.bls.gov/cps
http://www.bls.gov/cps
http://www.bls.gov/ces
http://www.bls.gov/ces
http://www.bls.gov/cps
http://www.bls.gov/cps
http://www.ssa.gov/policy/docs/statcomps/supplement
http://www.ssa.gov/policy/docs/statcomps/supplement
http://www.bls.gov/lpc
http://www.nass.usda.gov
http://www.nass.usda.gov
http://www.bea.gov/national
http://www.bea.gov/national
http://www.epa.gov/cwns
http://www.epa.gov/cwns
http://www.eia.gov/totalenergy/data/monthly/index.cfm
http://www.eia.gov/totalenergy/data/monthly/index.cfm
http://www.eia.gov/totalenergy/data/annual/index.cfm
http://www.census.gov/popest/data/national/totals/2013/index.html
http://www.uspto.gov/web/offices/ac/ido/oeip/taf/us_stat.htm
http://www.uspto.gov/web/offices/ac/ido/oeip/taf/us_stat.htm
http://www.bea.gov/national
http://www.bea.gov/national
http://www.nsf.gov/statistics/natlpatterns
http://www.nsf.gov/statistics/natlpatterns
http://www.census.gov/prod/www/abs/decennial
http://www.census.gov/acs
http://www.census.gov/acs
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Table 5-2. SOURCES FOR SOCIAL INDICATORS—Continued

Indicator

Source

27
28
29

30

31

32

33
34

35

36

37
38

39

40

4

42

43

44

45

46

47

48

49
50

51

52

53

54

55

Ever married (% of age 15 and older)
Average family size

Births to unmarried women age 15-17 (per 1,000 unmarried women age
15-17)

Single parent households (%)

Civic and Cultural Engagement
Average charitable contribution per itemized tax return (2012 dollars)

Vloting for President (% of voting age population)

Persons volunteering (% age 16 and older)

Attendance at visual or performing arts activity, including movie going (%
age 18 and older)

Leisure reading (books not required for work or school)

Socioeconomic

Education
High school graduates (% of age 25-34)

College graduates (% of age 25-34)
Reading achievement score (age 17)

Math achievement score (age 17)
Science and engineering graduate degrees (% of total graduate degrees) ...

Receiving special education services (% of age 3-21 public school students)

Income, Savings, and Inequality
Real median income: all households (2013 dollars)

Real disposable income per capita (chained 2009 dollars)

Adjusted gross income share of top 1% of all taxpayers

Adjusted gross income share of lower 50% of all taxpayers
Personal saving rate (% of disposable personal income)

Poverty rate (%)

Food-insecure households (% of all households)

Supplemental Nutrition Assistance Program (% of population on SNAP)
Median wealth of households, age 55-64 (in thousands of 2013 dollars)

Housing
Homeownership among households with children (%)

Families with children and severe housing cost burden (%)

Families with children and inadequate housing (%) .......ccoceeereererierenirrenins

Health

Health Status
Life expectancy at birth (years)

Infant mortality (per 1,000 live births)

U.S. Census Bureau, Current Population Survey. http://www.census.gov/hhes/families/
U.S. Census Bureau, Current Population Survey. http://www.census.gov/hhes/families/

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital
Statistics System (natality); Births: Final data for 2013: http://www.cdc.gov/nchs/data/
nvsr/nvsré4/nvsr64._01.pdf.

U.S. Census Bureau, Current Population Survey. http.//www.census.gov/hhes/families/

U.S. Internal Revenue Service, Statistics of Income - Individual Income Tax Returns (IRS
Publication 1304). http://www.irs.gov/uac/SOI-Tax-Stats-Individual-Income-Tax-Returns-
Publication-1304-(Complete-Report)

The Office of the Clerk of the U.S. House of Representatives and the U.S. Census Bureau, Current
Population Survey. http://www.census.gov/cps/

Bureau of Labor Statistics, Current Population Survey. http.//www.bls.gov/cps
The National Endowment for the Arts, Survey of Public Participation in the Arts.

The National Endowment for the Arts, Survey of Public Participation in the Arts.

U.S. Census Bureau, Decennial Census and American Community Survey. http://www.census.
gov/prod/www/abs/decenniall and http://www.census.gov/acs

U.S. Census Bureau, American Community Survey. http://www.census.gov/acs

National Center for Education Statistics, National Assessment of Educational Progress. http.://
nces.ed.gov/nationsreportcard

National Center for Education Statistics, National Assessment of Educational Progress. http.//
nces.ed.gov/nationsreportcard/

National Center for Education Statistics, Integrated Postsecondary Education Data System.
http://nces.ed.gov/ipeds/

National Center for Education Statistics, Digest of Education Statistics, 2012. http:/nces.
ed.gov/programs/digest/d12/tables/dt12_046.asp

U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplements.
http://www.census.gov/hhes/www/income/data/historical/household/

Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/
nationall

U.S. Internal Revenue Service, Statistics of Income. http://www.irs.gov/uac/SOI-Tax-Stats-
Individual-Statistical-Tables-by-Tax-Rate-and-Income-Percentile

U.S. Internal Revenue Service, Statistics of Income. http://www.irs.gov/uac/SOI-Tax-Stats-
Individual-Statistical-Tables-by-Tax-Rate-and-Income-Percentile

Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/
nationall

U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplements.
http://www.census.gov/hhes/www/poverty/publications/pubs-cps.html

Economic Research Service, Household Food Security in the United States report series. http.//
www.ers.usda.gov/topics/food-nutrition-assistance/food-security-in-the-us/
readings.aspx

Food and Nutrition Service, USDA

Board of Governors of the Federal Reserve System, Survey of Consumer Finances 2013
Estimates inflation-adjusted to 2013 dollars (Internal Data) http://www.federalreserve.
gov/econresdata/sct/scfindex.htm

U.S. Census Bureau, American Housing Survey (Current Housing Report). Estimated by Housing
and Urban Development’s Office of Policy Development and Research. http.//www.census.
gov/housing/ahs

U.S. Census Bureau, American Housing Survey. Tabulated by Housing and Urban Development's
Office of Policy Development and Research. http://www.census.gov/housing/ahs

U.S. Census Bureau, American Housing Survey. Tabulated by Housing and Urban Development's
Office of Policy Development and Research. http://www.census.gov/housing/ahs

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital
Statistics System (mortality); Deaths: Final data for 2012: http.//www.cdc.gov/nchs/data/
nvsr/nvsré63/nvsr63_09.pdf, Health, United States, 2014 forthcoming, Table 16.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital

Statistics System (mortality); Deaths: Final data for 2012: http.//www.cdc.gov/nchs/data/
nvsr/nvsré3/nvsr63_09.pdf, Health, United States, 2014 forthcoming, Table 12.


http://www.census.gov/hhes/families
http://www.census.gov/hhes/families
http://www.cdc.gov/nchs/data/nvsr/nvsr64/nvsr64_01.pdf
http://www.cdc.gov/nchs/data/nvsr/nvsr64/nvsr64_01.pdf
http://www.census.gov/hhes/families
http://www.irs.gov/uac/SOI
http://www.census.gov/cps
http://www.bls.gov/cps
http://www.census.gov/prod/www/abs/decennial
http://www.census.gov/prod/www/abs/decennial
http://www.census.gov/acs
http://www.census.gov/acs
http://nces.ed.gov/nationsreportcard
http://nces.ed.gov/nationsreportcard
http://nces.ed.gov/nationsreportcard
http://nces.ed.gov/nationsreportcard
http://nces.ed.gov/ipeds
http://nces.ed.gov/programs/digest/d12/tables/dt12_046.asp
http://nces.ed.gov/programs/digest/d12/tables/dt12_046.asp
http://www.census.gov/hhes/www/income/data/historical/household
http://www.bea.gov/national
http://www.bea.gov/national
http://www.irs.gov/uac/SOI
http://www.irs.gov/uac/SOI
http://www.bea.gov/national
http://www.bea.gov/national
http://www.census.gov/hhes/www/poverty/publications/pubs-cps.html
http://www.ers.usda.gov/topics/food-nutrition-assistance/food-security-in-the-us/readings.aspx
http://www.ers.usda.gov/topics/food-nutrition-assistance/food-security-in-the-us/readings.aspx
http://www.ers.usda.gov/topics/food-nutrition-assistance/food-security-in-the-us/readings.aspx
http://www.federalreserve.gov/econresdata/scf/scfindex.htm
http://www.federalreserve.gov/econresdata/scf/scfindex.htm
http://www.census.gov/housing/ahs
http://www.census.gov/housing/ahs
http://www.census.gov/housing/ahs
http://www.census.gov/housing/ahs
http://www.cdc.gov/nchs/data/nvsr/nvsr63/nvsr63_09.pdf
http://www.cdc.gov/nchs/data/nvsr/nvsr63/nvsr63_09.pdf
http://www.cdc.gov/nchs/data/nvsr/nvsr63/nvsr63_09.pdf
http://www.cdc.gov/nchs/data/nvsr/nvsr63/nvsr63_09.pdf
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Table 5-2. SOURCES FOR SOCIAL INDICATORS—Continued

Indicator

Source

56

57

58

59

60

61

62

63

64

65

66

67

68

69

70

71

72

73

74

75

76

77

Low birthweight [<2,500 gms] (% of babies)

Activity limitation (% of age 5-17)

Activity limitation (% of age 18 and over)

Difficulties with activities of daily living (% of age 65 and over)

Health Behavior
Engaged in regular physical activity (% of age 18 and older)

Obesity (% of age 20-74 with BMI 30 or greater)

Obesity (% of age 2-19)

Cigarette smokers (% of age 18 and older)

Excessive alcohol use (% of age 18 and older)

Access to Health Care
Total national health expenditures (% of GDP)

Persons without health insurance (% of age 18-64)

Persons without health insurance (% of age 17 and younger)

Children age 19-35 months with recommended vaccinations (%)

Security and Safety

Crime
Property crimes (per 100,000 households)

Violent crime victimizations (per 100,000 population age 12 or older)

Murder rate (per 100,000 persons)

National Security
Military personnel on active duty (thousands)

Veterans (thousands)

Transportation Safety
Safety belt use (%)

Highway fatalities

Environment and Energy

Air Quality and Greenhouse Gases
Ground level ozone (ppm) based on 222 monitoring sites

Particulate matter 2.5 (ug/m3) based on 537 monitoring sites

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital
Statistics System (natality); Births: Final data for 2013: http.//www.cdc.gov/nchs/data/
nvsr/nvsré4/nvsr64._01.pdf, Health, United States, 2014 forthcoming, Table 6.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey; America’s Children in Brief: Key National Indicators of Well-Being, Table
HEALTHS, crude percentages; http://www.childstats.gov/americaschildren/tables/
health5.asp?popup=true and unpublished data from National Health Interview Survey.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey, http://www.cdc.gov/nchs/nhis.htm, Health, United States, 2014
forthcoming, Table 47, age-adjusted.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey: http://www.cdc.gov/nchs/nhis.htm.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey, http://www.cdc.gov/nchs/nhis.htm, Health, United States, 2014
forthcoming, Table 63, age adjusted.

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health and Nutrition Examination Survey, http://www.cdc.gov/nchs/nhanes.htm. Health
E-stat: http://www.cdc.gov/nchs/data/hestat/obesity_adult_11_12/obesity
adult_11_12.pdf.

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health and Nutrition Examination Survey, http://www.cdc.gov/nchs/nhanes.htm. Health
E-stat: http://www.cdc.gov/nchs/data/hestat/obesity_child_11_12/obesity
child_11_12.pdf.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey, http://www.cdc.gov/nchs/nhis.htm, Health, United States, 2014
forthcoming, Table 52, age adjusted.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey, http://www.cdc.gov/nchs/nhis.htm, Health, United States, 2014
forthcoming, Table 58, age adjusted.

Centers for Medicare and Medicaid Services, National Health Expenditures Data. http:/www.
cms.gov/Research-Statistics-Data-and-Systems/Statistics- Trends-and-
Reports/NationalHealthExpendData/index.html

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey.

Centers for Disease Control and Prevention, National Center for Health Statistics, National Health
Interview Survey.

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Immunization Survey (for 1995-2005): http://www.cdc.gov/vaccines/imz-managers/
coverage/nis/child/index.html; (for 2010, 2011, 2012 and 2013): Table 1 in http://www.
cdc.gov/mmwr/pdf/wk/mm6334.pdf.

Bureau of Justice Statistics, National Crime Victimization Survey. http://www.bjs.gov/index.
cfm?ty=dcdetail&iid=245

Bureau of Justice Statistics, National Crime Victimization Survey. http://www.bjs.gov/index.
cfm?ty=dcdetail&iid=245

Federal Bureau of Investigation, Uniform Crime Reports, Crime in the United States. http.//www.
fbi.gov/about-us/cjis/ucr/ucr

ES actuals for 1960 and 1970 as reported in Table 2-11 of the DoD Selected Manpower Statistics
for FY 1997 (DoD WHS, Directorate for Information Operations and Reports). The source for
the remaining fiscal year actuals are the Service budget justification books.

U.S. Department of Veterans Affairs. 1960-1999: Annual Report of the Secretary of Veterans
Affairs; 2000-2009: VetPop07, Office of Actuary; 2010-2013: VetPop11, Office of Actuary.

National Highway Traffic Safety Administration, National Center for Statistics and Analysis. http://
www-nrd.nhtsa.dot.gov/Pubs/811875.pdf

National Highway Traffic Safety Administration, National Center for Statistics and Analysis. http.//
www-nrd.nhtsa.dot.gov/Pubs/812032.pdf

U.S. Environmental Protection Agency, AirTrends Website. http://www.epa.gov/airtrends/
ozone.html

U.S. Environmental Protection Agency, AirTrends Website. http.//www.epa.gov/airtrends/
pm.html|


http://www.cdc.gov/nchs/data/nvsr/nvsr64/nvsr64_01.pdf
http://www.cdc.gov/nchs/data/nvsr/nvsr64/nvsr64_01.pdf
http://www.childstats.gov/americaschildren/tables/health5.asp?popup=true
http://www.childstats.gov/americaschildren/tables/health5.asp?popup=true
http://www.cdc.gov/nchs/nhis.htm
http://www.cdc.gov/nchs/nhis.htm
http://www.cdc.gov/nchs/nhis.htm
http://www.cdc.gov/nchs/nhanes.htm
http://www.cdc.gov/nchs/data/hestat/obesity_adult_11_12/obesity_adult_11_12.pdf
http://www.cdc.gov/nchs/data/hestat/obesity_adult_11_12/obesity_adult_11_12.pdf
http://www.cdc.gov/nchs/nhanes.htm
http://www.cdc.gov/nchs/data/hestat/obesity_child_11_12/obesity_child_11_12.pdf
http://www.cdc.gov/nchs/data/hestat/obesity_child_11_12/obesity_child_11_12.pdf
http://www.cdc.gov/nchs/nhis.htm
http://www.cdc.gov/nchs/nhis.htm
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/index.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/index.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/index.html
http://www.cdc.gov/vaccines/imz-managers/coverage/nis/child/index.html
http://www.cdc.gov/vaccines/imz-managers/coverage/nis/child/index.html
http://www.cdc.gov/mmwr/pdf/wk/mm6334.pdf
http://www.cdc.gov/mmwr/pdf/wk/mm6334.pdf
http://www.bjs.gov/index.cfm?ty=dcdetail&iid=245
http://www.bjs.gov/index.cfm?ty=dcdetail&iid=245
http://www.bjs.gov/index.cfm?ty=dcdetail&iid=245
http://www.bjs.gov/index.cfm?ty=dcdetail&iid=245
http://www.fbi.gov/about-us/cjis/ucr/ucr
http://www.fbi.gov/about-us/cjis/ucr/ucr
http://www-nrd.nhtsa.dot.gov/Pubs/811875.pdf
http://www-nrd.nhtsa.dot.gov/Pubs/811875.pdf
http://www-nrd.nhtsa.dot.gov/Pubs/812032.pdf
http://www-nrd.nhtsa.dot.gov/Pubs/812032.pdf
http://www.epa.gov/airtrends/ozone.html
http://www.epa.gov/airtrends/ozone.html
http://www.epa.gov/airtrends/pm.html
http://www.epa.gov/airtrends/pm.html
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Table 5-2. SOURCES FOR SOCIAL INDICATORS—Continued

Indicator

Source

78

79

80

81

82

83

84

85

Annual mean atmospheric CO2 concentration (Mauna Lao, Hawaii; ppm) ...
Gross greenhouse gas emissions (teragrams CO2 equivalent) ............coc......
Net greenhouse gas emissions, including sinks (teragrams CO2 equivalent) ...
Gross greenhouse gas emissions per capita (metric tons CO2 equivalent) ...

Gross greenhouse gas emissions per 2005$ of GDP (kilograms CO2
EQUIVAIBNT) oot

Energy
Energy consumption per capita (Million Bu) .........cccoveeinininininieieieieenns

Energy consumption per 2009 GDP (thousand Btu per 2009%)

Electricity net generation from renewable sources, all sectors (% of total) ...

National Oceanic and Atmospheric Administration. http://www.esrl.noaa.gov/gmd/ccgg/
trends/

U.S. Environmental Protection Agency, Inventory of U.S. Greenhouse Gas Emissions and Sinks:
1990-2012. http://epa.gov/climatechange/ghgemissions/usinventoryreport.html

U.S. Environmental Protection Agency, Inventory of U.S. Greenhouse Gas Emissions and Sinks:
1990-2012. http://epa.gov/climatechange/ghgemissions/usinventoryreport.html|

U.S. Environmental Protection Agency, Inventory of U.S. Greenhouse Gas Emissions and Sinks:
1990-2012. http://epa.gov/climatechange/ghgemissions/usinventoryreport.html

U.S. Environmental Protection Agency, Inventory of U.S. Greenhouse Gas Emissions and Sinks:
1990-2012. http://epa.gov/climatechange/ghgemissions/usinventoryreport.html|

U.S. Energy Information Administration (EIA), Monthly Energy Review, October 2014, Table 1.3
http://www.eia.gov/totalenergy/data/monthly/index.cfm; EIA, Annual Energy Review
2011, Table D1 (1960-2005) http.//www.eia.gov/totalenergy/data/annual/index.cfm;
and, U.S. Census Bureau, Population Division, Vintage 2013 Population Estimates (2010-2013)
http://www.census.gov/popest/data/national/totals/2013/index. html.

U.S. Energy Information Administration, Monthly Energy Review (October 2014), Table 1.7 http://
www.eia.gov/totalenergy/data/monthly/index.cfm.

U.S. Energy Information Administration, Monthly Energy Review (October 2014), Table 7.2a.
http://www.eia.gov/totalenergy/data/monthly/index.cfm.



http://www.esrl.noaa.gov/gmd/ccgg/trends
http://www.esrl.noaa.gov/gmd/ccgg/trends
http://epa.gov/climatechange/ghgemissions/usinventoryreport.html
http://epa.gov/climatechange/ghgemissions/usinventoryreport.html
http://epa.gov/climatechange/ghgemissions/usinventoryreport.html
http://epa.gov/climatechange/ghgemissions/usinventoryreport.html
http://www.eia.gov/totalenergy/data/monthly/index.cfm
http://www.eia.gov/totalenergy/data/annual/index.cfm
http://www.census.gov/popest/data/national/totals/2013/index.html
http://www.eia.gov/totalenergy/data/monthly/index.cfm
http://www.eia.gov/totalenergy/data/monthly/index.cfm
http://www.eia.gov/totalenergy/data/monthly/index.cfm

6. DELIVERING A HIGH-PERFORMANCE GOVERNMENT

Since taking office, the President has challenged
Federal leaders and managers to deliver a Government
that is leaner, smarter, and more effective, while deliv-
ering the best results for the American taxpayer. In
designing the Administration’s performance management
approach, OMB reviewed successful practices from public
and private organizations. Based on that review, it was
clear that the critical success factor of any performance
management system is that it is used by senior leader-
ship and managers to drive results.

Beginning in 2009, the Administration shifted the em-
phasis from the publication of performance information
to a focus on increasing its use to inform decision-mak-
ing and deliver greater impact. Importantly, in 2010
the Administration worked with the Congress to en-
act the Government Performance and Results (GPRA)
Modernization Act which incorporated lessons learned
and ensured these reforms continue into future admin-
istrations. The approach to delivering more effective and
efficient Government rests on the following proven man-
agement practices:

® Engaging Leaders
® Focusing on Clear Goals and Data-Driven Reviews

® Expanding Impact through Strategic Planning and
Strategic Reviews

® Strengthening Agency Capabilities, Collaboration,
and Learning

® Communicating Performance Results Effectively

The remainder of this chapter provides an update on
progress for these practices.

Engaging Leaders

Frequent and sustained leadership engagement is
foundational to any successful performance management
effort. The Administration has taken steps to clearly de-
fine the roles and responsibilities of key leaders. To lead
the performance management efforts at each agency,
the Secretary or equivalent is required to name a Chief
Operating Officer (COO), often the Deputy Secretary.
OMB has outlined several roles and responsibilities for
each COQ, including conducting data-driven performance
reviews at least once per quarter. COOs are critical to
bringing a broader set of actors together to solve prob-
lems across the organization. Each COO also names a
Performance Improvement Officer (PIO) who reports
directly to the COO and is responsible for coordinating
performance improvement efforts across the agency with
program managers, and other agencies. For each strategic
objective and Agency Priority Goal, specific Goal Leaders
are also held accountable for leading implementation

efforts such as determining strategies, managing execu-
tion toward goals, and engaging others to make course
corrections. These responsibilities often go beyond their
traditional organizational scope to engage all components
that are needed to deliver against the specified goals.

Focusing on Clear Goals and Data-Driven Reviews

To accelerate progress, OMB and agency heads have
identified a limited set of implementation-focused priori-
ties that have the potential to advance the well-being of
the American people, to stimulate economic growth and
job creation, and to cut the costs of delivery. In February
2014, OMB established 15 Cross-Agency Priority (CAP)
Goals, and each major Federal agency published a small
number of Agency Priority Goals, totaling 91 across the
Federal Government. Detailed information on these goals
is available on Performance.gov.

Cross-Agency Priority Goals

The Administration uses the CAP Goals to help break
down organizational barriers and achieve better results
than one agency can achieve on its own. For each of the
CAP Goals, OMB identifies Goal Leaders, regularly tracks
performance throughout the year, holds goal teams ac-
countable for results, and publishes quarterly results on
Performance.gov. OMB, the Performance Improvement
Council (PIC), and agencies have worked to support prog-
ress on the CAP goals. Results have been promising.

For example, to achieve the Job-Creating Investment
goal, agencies have committed to promoting investment
tools, resources and interagency coordination to encourage
foreign direct investment in the United States, spurring
job growth. This work has leveraged more than 200 ma-
jor events, such as industry trade shows, in 38 countries
around the world to promote the United States to approx-
imately 60,000 potential investors. To achieve the Open
Data goal, agencies have provided publicly-accessible data
intended to strengthen the Nation’s democracy by empow-
ering individuals and businesses to create jobs and new
industries that improve Americans’ quality of life. Since
2009, the Administration has released over 138,000 data
sets to the public, while continuing to protect individual
privacy, with over 67,000 of these data sets released in the
last year alone. As a result of this goal, homeowners who
are struggling to pay their mortgages now have access to
prompt, clear responses because companies are compet-
ing based on open consumer financial product complaint
data. Similarly, patients can now comparison-shop to see
which hospitals have the best outcomes and best prices.

While results have been encouraging on CAP Goal
priorities, delivery across agency boundaries remains a
challenge. Often there is little capacity dedicated to iden-
tifying and solving interagency challenges, and in many
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cases significant management improvements require
investments that cut across agencies. To drive further
progress, the Administration is taking two actions to
institutionalize capacity to address cross-cutting chal-
lenges. First, the President’s Budget proposes authority
for agencies, with prior notification to the Congress from
the Director of OMB, to transfer up to $15 million from
agency budgets to support these cross-cutting man-
agement initiatives. This proposal institutionalizes a
capability to fund cross-agency efforts, rather than han-
dling the challenges on a case-by-case basis, and would
provide a powerful tool to turn management ideas into
real and lasting results for the American people.

Second, to provide support for driving progress on the
Cross-Agency Priority goals, the President announced
the creation of a White House Leadership Development
Program on December 9. Through this program, emerg-
ing leaders and Senior Executive Service (SES) candidates
will participate in full-time rotational assignments for one
year, with these leaders responsible for driving progress
on the Cross-Agency Priority Goals. This program is part
of a continued commitment to developing and strengthen-
ing the next generation of Federal career leaders. These
emerging leaders will play a key role in addressing the
Government’s critical management challenges, and par-
ticipants will gain valuable experience to bring back as
they take on leadership roles in their agency.

Agency Priority Goals

Agencies establish Priority Goals with clearly-iden-
tified Goal Leaders every two years and use quarterly
metrics and milestones to manage progress. COOs lead
data-driven reviews at least quarterly to remove barriers
and accelerate results. Progress on the goals is updat-
ed quarterly on Performance.gov. For example, agency
leaders have set goals for improving access to capital to
enhance job creation, reducing foodborne illness through
targeted inspections, coordinating multiple agency servic-
es to reduce veteran homelessness, and reducing hospital
acquired infections. Some illustrative results this year
include:

® Veteran Homelessness. Since 2010, the Administra-
tion has reduced veteran homelessness by one-third
or by nearly 25,000 people.

® Protect Vulnerable People: The Department of Jus-
tice is working with Federal, State, local, and tribal
partners to protect vulnerable citizens. During the
final quarter of 2014, 97 percent of children reported
missing were recovered within 72 hours of an AM-
BER alert issuance.

® Strategic Sourcing. Although the General Services
Administration fell short of its $111 million savings
goal, GSA saved its customer agencies $97 million as
part of its strategic sourcing priority goal.

® Renewable Energy. As part of efforts to expand the
development of clean, domestic sources of energy,
the Department of the Interior has greatly expanded
permitting for renewable energy projects on Interi-

or-managed lands in recent years. Since 2009, the
Department has approved over 14,100 megawatts of
renewable energy capacity which if fully built, would
help power approximately 4.8 million homes.

® (Climate Change. The United States Agency for In-
ternational Development and State Department
have made progress on their climate change goal.
13 countries have planned, proposed, strengthened,
or adopted strategies, plans, policies, processes, or
activities to support Low Emission Development
Strategies (LEDS). Moreover, 2,386 officials and
practitioners have received relevant training or as-
sistance.

In addition to the outcomes demonstrated, the focus
on use of performance information to inform decision-
making is beginning to have a broader, measurable
impact. Using data from nationwide surveys! conducted
over the last decade by GAO in the major 24 agencies,
researchers have found evidence that mid- and upper-
level Federal managers engaged in the implementation
of the priority goals, and exposed to data-driven reviews,
were significantly more likely to “use performance data to
manage programs and employees, and identify and solve
problems”, suggesting “success...where prior [Federal] re-
forms have struggled”.?2 Prior reforms tended to increase
the passive collection and reporting of performance in-
formation but not its active use, which is more likely to
lead to performance improvements. Turning this success
into further improvements required expanding the scope
of performance reviews beyond priority goals, as well as
continual improvements in the quality of the performance
reviews, as discussed in the following two sections.

Expanding Impact through Strategic
Plans and Strategic Reviews

To expand proven performance management practices
more broadly across Federal agencies, and ensure agen-
cy leaders have effective processes to review objectives
outlined in the agency plans as required by the GPRA
Modernization Act,? the Administration established an-
nual “strategic reviews.” The strategic reviews provide
a comprehensive framework at each agency to make im-
proved strategic and budget decisions based on evidence.
The annual assessments incorporate evaluation results,
performance goals, indicators, challenges, risks, and ex-
ternal factors to inform the decision-making processes at
the agency, as well as with OMB and the Congress.

Agencies published new strategic plans on Performance.
gov and agency websites with the President’s 2015 Budget

1 Agencies’ Trends in the Use of Performance Information to Make
Decisions. GAO measured agency use of performance information by
creating an index from manager survey data collected in 2007 and 2013.
The index reflected the extent to which managers reported that their
agencies used performance information for various management activi-
ties. September 2014. http:/ / www.gao.gov / products | GAO-14-747

2 Moynihan et al. Working Paper: Performance Management Rou-
tines that Work? An Early Assessment of the GPRA Modernization Act
University of Wisconsin-Madison. May 2014 hittps:/ /www.lafollette.
wisc.edu /images/publications/ workingpapers / moynihan2014-005.pdf

3 GPRA Modernization Act 31 U.S.C. § 1116 (f)
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in February 2014. These plans include strategic goals, ob-
jectives, and performance indicators that reflect the scope
of the agency’s mission—in total more than 350 strategic
objectives from major agencies reflecting the breadth of
Federal activities and outcomes.* Outcomes are advanced
by strategic objectives, which are supported by specific
performance goals and indicators. As an example, the
Department of Commerce has a strategic objective shared
by several bureaus that seeks to accelerate growth of in-
novation-intensive economic sectors by building public
and private capacity to invent, improve, and commercial-
ize new products and services.

Shortly after publication of strategic plans, Federal
agencies finalized their approach to conducting the
strategic reviews and began their initial baseline as-
sessments. OMB conducted kickoff meetings with each
agency prior to the first strategic review in 2014. The
PIC also held working groups that engaged more than
100 participants from across the Government to share
best practices. Agencies were provided flexibility to tai-
lor their review approach to their unique agency missions
and capabilities, and were encouraged to develop a multi-
year maturity model, recognizing that effective reviews
would take multiple years to establish. OMB has also
encouraged agencies to use proven management princi-
ples for their implementation, such as leveraging existing
business processes, engaging the right stakeholders, and
balancing a focus on learning from the reviews with the
traditional focus on accountability.

Agencies provided their initial results to OMB begin-
ning in May 2014. Decisions based on input from the
reviews were discussed during the summer and fall and
were finalized with the President’s Budget. A progress
update is provided for each major agency’s strategic ob-
jective on Performance.gov, and also in the 2014 Annual
Performance Reports.

Initial Results of the First
Annual Strategic Reviews

2014 was the first year agencies were required to con-
duct strategic reviews in accordance with OMB guidance
and the GPRA Modernization Act. Ofthe 23 major Federal
agencies required to conduct reviews in consultation with
OMB, 17 completed their initial reviews of progress.® In
most cases, the assessment considered performance goals
and other indicators related to each strategic objective, as
well as other challenges, risks, and external factors that

4 Strategic objectives for the Department of Defense have not yet
been finalized in accordance with OMB guidance and will be added in
the future. The 350 objectives reviewed do not include all government
corporations and independent establishments, rather consist of the 24
CFO Act Agencies excluding the Nuclear Regulatory Commission.

5 Six major agencies did not complete their initial strategic review
of objectives prior to the President’s Budget release. The Department
of Transportation and Department of Energy both released their stra-
tegic plans later in 2014 than other agencies, requiring them to delay
their initial strategic reviews until 2015. The Department of Defense
completed its Quadrennial Defense Review in 2014, and is currently in
the process of developing its framework for strategic and performance
review in the coming year. The Department of Agriculture, Department
of State and USAID are working to finalize results of their strategic
review and plan to release them later in 2015.

may affect outcomes. In some cases, program evaluation
results were incorporated into the assessment, where
available and relevant. Agencies reported a wide range
of benefits from their initial reviews, including improved
interagency collaboration, a chance to identify existing
evidence gaps, and the opportunity to better inform re-
source allocation decisions using evidence.
For example:

® The Department of Homeland Security (DHS) con-
ducted a strategic review involving over 250 in-
dividuals, over 500 pieces of evidence. The review
assessed progress for the first time against the 16
cross-cutting strategic and management objectives
in the agency strategic plan. The central DHS per-
formance office created a common methodology,
deliverable templates, and other tools, but let each
team shape their approach to how they were going
to review the evidence. This created an environment
for teams to collaborate and also encouraged trans-
parency within the agency’s review process.

® At the Environmental Protection Agency (EPA), pro-
grammatic decision-making is primarily dispersed
across six major program offices and 10 regional of-
fices. Strategic objective leads were provided discre-
tion to conduct reviews of the activities under their
responsibility and engage in discussions across the
Agency to identify areas making noteworthy prog-
ress or facing challenges. Senior managers appreci-
ated the ability to consider a broader context than
had occurred in previous performance discussions.
The managers used the strategic reviews as an op-
portunity to increase the use of evidence and data
in understanding progress. For example, compar-
ing EPA’s programs’ with relevant data from other
sources, such as comparing brownfields and census
data, gave further insight to the direction of those
programs. As for EPA’s tribal program, consideration
of agency-wide data during the review process en-
hanced understanding of the program’s scope and
long-term challenges. As a result, the program iden-
tified a number of follow up actions, such as pur-
suing flexibilities and developing comprehensive
assessments of resource needs and environmental
protection priorities in Indian Country.

To facilitate management decisions, agency assess-
ments identified relative levels of performance across the
agency’s portfolio of strategic objectives. Agencies spe-
cifically identified a limited number of areas where the
agency made noteworthy progress and a limited number
as focus areas for improvement. Areas demonstrating
noteworthy progress could be identified as a result of
new innovations in strategy, program design, or opera-
tions that have led to notable improvements in outcomes
or cost reductions. Focus areas for improvement could be
the result of challenges during program execution, for ex-
ample, or when a problem the strategic objective seeks to
address is growing more quickly than current actions or
resources can address it.
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Across the strategic objectives analyzed, agencies iden-
tified approximately 14 percent as making noteworthy
progress, and 12 percent as focus areas for improvement.b
Because these results are from the initial baseline as-
sessment, some caution must be used in interpreting the
findings. The validity and implications of these findings
will continue to be reviewed annually for refinement.
Nonetheless, some trends seemed visible in the first year.
For instance, areas of noteworthy progress often resulted
from identifiable improvements in program policies or
management procedures. For example, OPM developed
a common definition and model of employee engage-
ment, as it specifically relates to the Federal workforce
that provides a practical approach to measuring and im-
proving it. This noteworthy progress has informed the
Administration’s concerted effort to monitor and im-
prove employee engagement across the Federal sector. A
growing body of evidence in the public and private sec-
tor has shown a strong relationship between high levels
of employee engagement and improved organizational
results. Conversely, the identification of a focus area for
improvement was more likely to be the result of per-
ceived challenges in funding, human capital or legislative
barriers. More information is available in the progress
updates provided for each major agency’s strategic objec-
tives on Performance.gov, and also in the 2014 Annual
Performance Reports. Agencies summarize proposed next
steps in the 2016 Annual Performance Plans.

Preparing for Future Strategic Reviews

Major Federal agencies will conduct a second round of
strategic reviews in 2015, with expected improvements in
quality and relevance for decision-makers as managers
gain experience with the reviews, learn from other agen-
cies, and have more data to analyze since the publication
of the strategic plan. Agencies have come together to
prepare for the upcoming reviews by analyzing lessons
learned from the first round and sharing best practic-
es. Collaboration across the Performance Improvement
Council and OMB will continue to be a priority to promote
learning and innovation in conducting strategic reviews
in the coming years. As the strategic reviews mature,
OMB anticipates that they will play an expanded role in
informing budget development and operational decisions,
and will facilitate a broader improvement in the use of
evidence for decision-making by managers across the
Federal Government.

Strengthening Agency Capabilities,
Collaboration, and Learning

The Performance Improvement Council (PIC) has
played an important role in sharpening and broaden-
ing the application of performance management tools
throughout the Federal Government by providing oppor-
tunities for Federal program managers and performance
professionals to share practices and build their own
capabilities. It does this in the context of surveys high-

6 Results summarized in this chapter do not include the six major
agencies that did not complete their initial strategic review for the 2016
President’s Budget release. The latest results for each agency will con-
tinue to be available on Performance.gov.

lighting areas of strength and of need. In the 2014 Federal
Managers Survey, GAO found that 82 percent of agency
managers said there are performance measures defined
for their programs, operations, or projects, yet only 64
percent of agency managers’ report having sufficient ana-
Iytical tools to collect, analyze, and use performance data.
The Employee Viewpoint Survey’ also shows that 83
percent of all employees report knowing how their work
relates to the agency goals and priorities; however, only
61 percent say managers review and evaluate organiza-
tions progress toward meeting their goals and objectives.

The PIC offers a number of ways for agencies to col-
laborate and build capabilities. A data-driven reviews
monthly working group—active now since 2011—pro-
vides an opportunity for agencies to learn in-depth about
effective practices, most recently focused on strategic
review implementation. The PIC holds a speaker series
on performance issues and larger-scale collaboration
events for employees across government to work togeth-
er to solve common challenges around the Government
Performance and Results Modernization Act implemen-
tation. These collaboration opportunities have brought
together hundreds of people across two dozen agencies
and will continue.

The PIC has also established a training program
around the core building blocks of performance man-
agement offered at no charge to Federal employees
three-times per year, as well as a professional develop-
ment program called the Performance Enthusiast and
Ambassador Program. These programs permit employ-
ees to learn about performance topics and transfer that
knowledge back to their agency. On to its fourth cohort,
the Performance Enthusiast and Ambassadors Programs
provide a part-time, three to six month learning and
practice program with a mentoring component that de-
livers both contextual and applied capability building
around performance management. The PIC also provides
professional development opportunities using an inten-
sive six-month cross-agency experience. Since 2011, the
PIC has supported the President’s Management Council
(PMC) Interagency Rotation Fellows Program, where
selected applicants are assigned to different agencies to
carry out highly scoped projects. Now in its 7th cohort,
PMC Fellows explore opportunities to modernize gov-
ernment management to develop multi-agency project
management skills.

Communicating Performance Results
Effectively and Looking Ahead

In support of the President’s commitment to transpar-
ency and implementation of the GPRA Modernization Act,
the Administration continues to develop Performance.
gov to inform stakeholders on performance improve-
ment efforts. Compared to reports posted to individual
agency web sites, Performance.gov has helped to improve
accountability and provide one place for the public to find

7 Office of Personnel Management’s Federal Employee Viewpoint Sur-
vey (FEVS) is a tool that measures employees’ perceptions of whether,
and to what extent, conditions characterizing successful organizations
are present in their agencies. 2014 http:/ / www.fedview.opm.gov /


http://www.fedview.opm.gov/

6. DELIVERING A HIGH-PERFORMANCE GOVERNMENT

63

information on agency programs, goals, and regular prog-
ress updates.

Over the last year, the Performance Improvement
Council also released two websites designed to share
more information with interested stakeholders about the
PIC’s mission and work. PIC.gov provides news about
the Federal performance management and improvement
community. The Performance Learning Center, https://
LearnPerformance.gov/, is a site for skills enhancement
and career development related to the application of per-
formance management and improvement techniques. The
website provides users with a variety of learning activi-
ties, training course information from various sources, and
is designed for multiple audiences, including performance
and other analysts, program managers, and others con-

tributing to Government performance management and
improvement. In the coming years, the PIC will continue
its work to strengthen the performance framework, spark
targeted improvements, and expand agency capabilities.

Moving forward, the Administration will continue to
deliver more value for the taxpayer’s dollar by building
on its track record of increasing the usage and effec-
tiveness of performance management practices across
Government. While significant progress has been made
since the President took office, the Administration con-
tinues to enhance its efforts to engage leadership, present
clear goals, measure and analyze progress, and conduct re-
views to further improve Government, help the American
people in their daily lives, and deliver the greatest impact
for every dollar spent.






7. BUILDING EVIDENCE WITH ADMINISTRATIVE DATA

Introduction

“We’ve got Democratic and Republican elected of-
ficials across the country who are ready to roll up
their sleeves and get to work. And this should be a
challenge that unites us all. I don’t care whether
the ideas are Democrat or Republican. I do care
that they work. I do care that they are subject to
evaluation. ..”

-- President Obama, “Remarks on Promise Zones,”
January 9, 2014

The Administration is committed to living up to this
principle through a broad-based set of activities to bet-
ter integrate evidence and rigorous evaluation in budget,
management, and policy decisions, including through: (1)
making better use of already-collected data within gov-
ernment agencies; (2) promoting the use of high-quality,
low-cost evaluations and rapid, iterative experimentation;
(3) adopting more evidence-based structures for grant
programs; and (4) building agency evaluation capacity
and developing tools to better communicate what works.

Several Administration documents lay out this “evi-
dence agenda,” including previous versions of this
chapter, the “Evaluation as a Tool for Improving Federal
Programs” chapter of the Council of Economic Advisers’
2014 Economic Report of the President, and the July
2013 memo, “Next Steps in the Evidence and Innovation
Agenda,” jointly signed by the Office of Management and
Budget, the Domestic Policy Council, the Office of Science
and Technology Policy, and the Council of Economic
Advisers. The 2016 Budget moves the agenda forward
through a range of investments in evidence building, as
well as by increasing investment in programs with strong
evidence of effectiveness. These proposals are described in
the main budget volume and accompanying documents.!

This chapter focuses on the Administration’s efforts
to address one especially important next step in the evi-
dence agenda: making better use of “administrative data.”
Administrative data are data collected by government
entities for program administration, regulatory, or law
enforcement purposes. Federal and state administrative
data include rich information on labor market outcomes,
health care, criminal justice, housing, and other impor-
tant topics, but they are often greatly underutilized in
evaluating programs’ effects, as well as in day-to-day
performance measurement and for informing the public
about how society and the economy are faring.

Administrative data have played a key role in some of
the most important evidence agenda accomplishments to
date. As described below, insights obtained from adminis-

1 See http:/ /www.whitehouse.gov /omb / evidence.

trative data are already influencing education and health
policy, among other areas. Access to administrative data
has been pivotal in some of the most innovative Federal
grant reforms and in increasing accountability and trans-
parency across a range of programs; it has also played
an important role in innovation and experimentation at
the State and local levels. Meanwhile, as the evidence
agenda matures, lack of access to appropriate data is in-
creasingly a key obstacle to progress along a number of
dimensions. Whether the objective is to facilitate more
rapid, low-cost evaluations, to base more grant decisions
on strong evidence, to adopt program structures that
permit greater innovation and flexibility in exchange for
greater accountability for results, or to provide more and
better performance information to the public, administra-
tive data are often a crucial untapped resource.

A significant focus in this year’s Budget is improving
access to administrative data for purposes of evaluation,
accountability and transparency, performance manage-
ment, and other research and analytic purposes. (While
not discussed in this chapter, the Budget also includes
separate proposals to improve the use of administrative
data to protect program integrity, for example to combat
identity theft.) The Budget proposes a number of specific
access and infrastructure improvements across multiple
programs and agencies, efforts that build on the long-
standing use of Federal statistics to describe the condition
of the economy and society and inform Federal policy de-
cisions (see Chapter 5, “Social Indicators,” and Chapter
16, “Strengthening Federal Statistics”). The Budget also
embraces Representative Paul Ryan and Senator Patty
Murray’s proposal to create a commission that would
make recommendations about how to fully realize the
potential of administrative data to improve Federal
programs. That proposal exemplifies the high-level and
bipartisan momentum for doing more to tap this impor-
tant resource.

This chapter explains the importance of improving
access to administrative data, describes some of the key
barriers, and outlines the Administration’s agenda, in-
cluding both Budget proposals and ongoing work. The
chapter also explains the strong framework of privacy,
confidentiality, and data security protections that governs
current uses of administrative data for research purposes,
and it explains how these protections would extend to the
Budget’s new proposals.

Background

Administrative data are data collected by government
entities for program administration, regulatory, or law
enforcement purposes. Examples include: data on employ-
ment and earnings collected through the Unemployment
Insurance (UI) program, data on medical conditions and
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payments collected through Medicare and Medicaid, data
on local pollution levels collected to administer the Clean
Air and Clean Water Acts, and criminal histories main-
tained as part of police records or arrests. Such data are
usually collected on the universe of individuals, business-
es, or communities affected by a particular program, in
contrast to survey data that are collected for samples of
broader populations, typically for research or other statis-
tical purposes.

Administrative data are used for a wide range of
purposes, such as reimbursing service providers, deter-
mining benefit eligibility, and ensuring compliance with
safety or environmental regulations. Sometimes data col-
lected to administer one program can also be useful for
administering another. For example, employment and
earnings data collected through the UI system could be
used to determine eligibility for a means-tested program.
Administrative data can also be useful for program integ-
rity efforts to minimize waste, fraud, and abuse. Linking
data across programs for administrative purposes can
sometimes make government more efficient, but it is not
the focus of this chapter.

This chapter is focused on reusing administrative data
for “statistical” purposes: the use of data to better under-
stand the characteristics, behavior, or needs of groups of
individuals or communities. Statistical purposes exclude
uses that affect the rights, benefits, or privileges of in-
dividuals: indeed, one of the defining characteristics of
statistical use is that data about an individual are never
made public, and are never used to make decisions about
that individual. But statistical purposes include a wide
range of analytic uses, where only aggregated and de-iden-
tified data are made public. For example, statistical use
encompasses both traditional program evaluations and
the newer “rapid-cycle” experimentation and other data
analytics techniques increasingly employed by innovative
private-sector firms. It also encompasses transparency
and accountability efforts, such as scorecards, that pro-
vide Federal agencies, State and local governments, and
the public with information on the relative performance
of different hospitals, training programs, or other ser-
vice providers. And it encompasses efforts to quantify
how housing, health care, education, or other needs vary
across communities, as well as other analysis of patterns
and trends for groups of individuals.

Using administrative data for these purposes, alone orin
combination with survey data (data gathered from a sam-
ple population gathered specifically for research or other
statistical purposes), can have a number of advantages
over survey data alone, which is typically the alternative.
First, because administrative data are collected through
the normal administration of programs, they can often be
obtained at much lower cost than fielding a new survey.
Second, administrative data are sometimes more accu-
rate than survey self-reports, especially with respect to
information directly used to administer the program (e.g.
earnings in the case of Ul or health care utilization in
the case of Medicare records). Third, administrative data,
especially when linked across multiple programs, are of-
ten available for long time periods, permitting study of

long-term impacts that would be prohibitively expensive
with a survey. For example, recent studies have used ad-
ministrative records to look at the effect of being assigned
a smaller class size in elementary school on college-going
and earnings and at the effect of losing one’s job on mor-
tality over the subsequent 20 years.?

Perhaps most important, reusing administrative data
often allows for much larger sample sizes than surveys.
Surveying program participants requires tracking them
down, getting each to agree to participate in a survey,
and constructing and administering the survey itself.
Since each of these activities is expensive, evaluations,
performance measurement, and other research based on
surveys typically draw on small samples. Sometimes, the
sample sizes are so small that the resulting studies lack
the statistical power to reliably detect policy-relevant
effects of programs, even when these effects exist. For
example, consider a randomized controlled trial of a job
training program with 1,000 participants (and 1,000 non-
participants in the control group), where a 2 percentage
point increase in employment would be enough to justify
the cost of the program. With samples that size, the trial
would need at least a 4.4 percentage point increase in
employment to be statistically significant (meaning sta-
tistically distinguishable from 0) and a 6.4 percentage
point increase to have confidence that it was cost-effec-
tive.? In fact, even with a 2.4 percentage point reduction
in employment, one could not rule out the possibility
of cost-effectiveness, illustrating the lack of precision
that results from small (or even medium-size) samples.
Greater use of administrative data can reduce the costs of
collecting data on large samples, helping reduce the num-
ber of underpowered studies that misdiagnose programs
as “not working” when the problem is actually with the
small-sample studies, not the programs. Meanwhile, large
administrative datasets also allow for quasi-experimental
studies that would be impossible in most survey datasets,
particularly research designs that depend on detecting
small differences in outcomes based on small but near-
random variation in program participation.

That said, administrative data are no panacea. Since
administrative data are collected to meet the needs of the
relevant program - not the needs of the research design
- they will sometimes lack information important for a
given evaluation or other statistical use, such as demo-
graphic details needed to understand how policies and
programs affect different groups within the population.
Administrative data usually provide information only on
participants and not on those eligible but not participat-
ing, who are sometimes the most relevant comparison
group for a study. In addition, it may be costly to make
administrative data usable for statistical purposes, espe-
cially if the original data are incomplete, inconsistent, or

2 Chetty, Raj et al, “How Does Your Kindergarten Classroom Affect
Your Earnings? Evidence from Project Star,” The Quarterly Journal of
Economics, March 2011, 126(4), pp. 1593-1660. Sullivan, Daniel and Till
von Wachter, “Job Displacement and Mortality: An Analysis using Ad-
ministrative Data,” The Quarterly Journal of Economics, August 2009,
124(3), pp., 1265-1306.

3 These calculations assume a standard 95 percent confidence thresh-
old.
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poorly documented. Neither administrative nor survey
data are perfect, but together they can yield greater in-
sight than either can alone.*

Examples of Successful Reuse
of Administrative Data

In certain areas, including education and health care,
reusing administrative data is comparatively common
and is already having a large impact on policy. In part as
a result of No Child Left Behind and other Federal efforts
to improve State education data, some individual States
have developed high-quality longitudinal data systems
for kindergarten through college (although others remain
weak, and there is no national system letting research-
ers track or compare students across States). These State
data and related school district administrative data have
been used for important and influential research on top-
ics ranging from teacher value-added to disparities in
educational outcomes by family income to the effects of
universal pre-kindergarten, charter schools, intensive
tutoring programs, and community college remediation
programs.® Research on student aid simplification - show-
ing the feasibility and importance of simplifying the
Free Application for Federal Student Aid (FAFSA) - also
relied on administrative records.® This research has in-

4 For a more extensive discussion of the advantages and disadvan-
tages of administrative and survey data, see: Blank, Rebecca M., Kerwin
Kofi Charles, and James M. Sallee, “A Cautionary Tale about the Use of
Administrative Data: Evidence from Age of Marriage Laws,” American
Economic Journal: Applied Economics, 2009, 1(2): pp. 128-49; Prell et al.,
Working Paper: “Profiles in Success of Statistical Uses of Administrative
Data,” Federal Committee on Statistical Methodology, 2014; National
Research Council, “Reengineering the Survey of Income and Program
Participation,” Panel on the Census Bureau’s Reengineered Survey of
Income and Program Participation, 2009; Cito, Constance F. and John
Karl Scholz, editors, Committee on National Statistics, Division of Be-
havioral and Social Sciences and Education, Washington, DC: The Na-
tional Academies Press; and Prewitt, Kenneth, “Science Starts Not after
Measurement, but with Measurement,” The ANNALS of the American
Academy of Political and Social Science, September 2010, 631(1), pp.
7-16.

5 See Rivkin, Steven G., Eric A. Hanushek, and John F. Kain, “Teach-
ers, Schools, and Academic Achievement,” Econometrica, March 2005,
73(2), pp. 417-458; Papay, John P., Richard J. Murnane, and John B. Wil-
lett, “Income-based Inequality in Educational Outcomes: Learning from
State Longitudinal Data Systems,” NBER Working Paper No. 20802,
December 2014; Andrews, Rodney J., Jargowsky, Paul, and Kuhne, Kris-
tin. “The Effects of Texas’s Targeted Pre-Kindergarten Program on Aca-
demic Performance,” NBER Working Paper No. 18598, December 2012;
Abdulkadiroglu, Atila, et al., “Accountability and Flexibility in Public
Schools: Evidence from Boston’s Charters and Pilots,” The Quarterly
Journal of Economics, 2011, 126(2) pp. 699-748; Fryer, Roland G., Jr.,
“Injecting Charter School Best Practices into Traditional Public Schools:
Evidence from Field Experiments,” The Quarterly Journal of Economics,
April 2014, 129(3), pp. 1355-1407; and Calcagno, Juan C. and Bridget T.
Long, “The Impact of Postsecondary Remediation Using a Regression
Discontinuity Approach: Addressing Endogenous Sorting and Noncom-
pliance,” The National Center for Postsecondary Education Working Pa-
per, April 2008.

6 Dynarski, Susan M. and Judith E. Scott-Clayton, “College Grants on
a Postcard: A Proposal for Simple and Predictable Federal Student Aid,”
Hamilton Project Discussion Paper, February 2007 utilized the National
Postsecondary Student Aid Study, which combines administrative and
survey records. Bettinger, Eric P., et al., “The Role of Application As-
sistance and Information in College Decisions: Results from the H&R
Block FAFSA Experiment,” The Quarterly Journal of Economics, April
2012, 127(3), pp. 1205-1242 utilized Federal administrative records to

fluenced steps the Administration has already taken to
simplify the FAFSA and motivated both Administration
and Congressional proposals to make further progress
through legislation.

State education data systems have also contributed to
the success of the Department of Education’s Investing
in Innovation (“i3”) tiered evidence program, one of the
Administration’s most successful grant reform efforts.
In a tiered evidence grant program, grantees can receive
smaller grants under the “Development” (proof of concept)
tier to begin testing new models that have high potential;
larger grants under the “Validation” tier to further test
interventions that have emerging evidence of effective-
ness; or the highest level of funding under the “Scale-up”
tier when they have strong evidence that their proposed
approach delivers impact. Grants in each tier include
funding for rigorous evaluations. To date, i3 has funded
over 130 innovative Development and Validation studies,
as well as six larger Scale-up projects, and it has helped
uncover successful interventions in the areas of teacher
and principal effectiveness, turning around low-perform-
ing schools, and implementing college- and career-ready
standards and assessments. Nearly all of i3’s Scale-up
grantees have used administrative data for their evalu-
ations, as have many of the Development and Validation
grantees.

In the health arena, the Centers for Medicare and
Medicaid Services (CMS) has a strong and longstanding
infrastructure for making administrative data available
for statistical uses, including by outside researchers, with
strong privacy protections. Medicare claims data have
been the basis for important and influential research on
regional variation in health care utilization and costs,
payment policies, and other topics.” The availability of
these data is essential to ongoing Center for Medicare
and Medicaid Innovation (CMMI) delivery system dem-
onstrations that are testing innovative payment and
service delivery models to reduce expenditures while pre-
serving or improving quality. CMS and the Department
of Housing and Urban Development (HUD) are also col-
laborating to match Medicare and Medicaid data with
HUD tenant data to evaluate the impact of housing as-
sistance on health care utilization and costs over time.
Preliminary findings from 12 jurisdictions were released
in 2014,% with results feeding into a new demonstration
on the cost effectiveness of Federal housing and services
interventions that assist seniors who wish to age in place,
avoiding the costs of institutionalization.

CMS has also been a leader in using administrative
data from Federal programs to provide the public with
actionable information about different service providers.
In 2014, the Administration for the first time released
Medicare utilization and cost data summarized at the
physician-level, letting Americans compare their own doc-
tors’ practice patterns with national norms. Likewise, the

measure take-up of financial aid.
7 See, for example, the Dartmouth Atlas of Health Care project.

8 Department of Health and Human Services and the Lewin Group,
“Picture of Housing and Health: Medicare and Medicaid Use Among
Older Adults in HUD-Assisted Housing,” March 2014.



68

ANALYTICAL PERSPECTIVES

CMS “Hospital Compare” feature provides information on
how almost every U.S. hospital performs with respect to
clinical quality metrics (such as whether patients receive
appropriate care in a timely fashion) and hospital read-
mission rates.

Barriers to Effective Use of Administrative Data

The examples above highlight the potential gains from
making greater use of administrative data, including the
gains from being able to link administrative data from one
program to administrative data or survey data from an-
other (for example, linking education to earnings data). A
number of agencies, including those assisting businesses
as well as social service programs, are exploring new ways
to use and to link administrative data to study program
impacts. Unfortunately, there are significant barriers to
doing so, which generally fall into three categories.

® Legislative barriers to access. Some authorizing
statutes explicitly prohibit Federal agencies from
sharing data with one another, or even from routine-
ly reusing their own data for statistical purposes.
Sometimes, these legislative barriers are oversights,
resulting from out-of-date statutes that have not
been updated for modern technology and data ana-
lytic techniques. In other cases, they may reflect le-
gitimate concerns about privacy and confidentiality
that need to be fully addressed in any proposal to ex-
pand data access (and are discussed in detail below).

® Policy and legal interpretations. Even where
data sharing is legally allowed, agencies may be un-
sure about the rules and may therefore default to the
assumption that data cannot be shared. Meanwhile,
many agencies do not have established policies and
processes for receiving, reviewing, and approving
requests for administrative data and for negotiat-
ing the agreements typically required before data
are provided. As a result, it can take years for other
agencies (or even offices within the same agency) to
obtain access to needed data, a major barrier to pro-
viding timely information to inform policy debates.
Anticipated difficulties with negotiating access to
data can also discourage agencies from seeking ac-
cess in the first place.

® Resource and capacity constraints. Even when
access barriers are cleared, other challenges remain.
As noted above, administrative data are often poorly
documented, to the point where individuals not in-
volved in administering the relevant program may
have no way to know what key variables mean. Data
can also be inconsistent and incomplete. Many agen-
cies lack the technological infrastructure and appro-
priate personnel to make their data interpretable
and usable by researchers outside the program, or
to conduct their own analysis using administra-
tive data. Moreover, it would be inefficient for every
agency to build this technological infrastructure.
Meanwhile, agencies that do have these capacities

(including Federal statistical agencies,? such as the
Census Bureau) may lack the resources needed to
negotiate agreements to obtain or share data, to ad-
dress external researcher requests for access to data,
and to assist other agencies in utilizing the data.

Ongoing Efforts and Initiatives

Despite the legal and operational barriers discussed
above, OMB and other Federal agencies are making
notable progress to improve, expand access to, and bet-
ter utilize administrative data for statistical purposes.
Examples include:

® OMB guidance on using administrative data
for statistical purposes. Earlier this year OMB
issued path-breaking guidance to help both program
and statistical agencies better leverage administra-
tive data for statistical purposes. The memo builds
on earlier guidance designed to increase the value
of existing data and creates “a presumption in favor
of openness to the extent permitted by law and sub-
ject to privacy, confidentiality, security, or other valid
restrictions.”® The guidance encourages agencies to
develop strong data stewardship and data manage-
ment processes so that statistical use of adminis-
trative data is “designed in” from the start. It also
assists agencies in overcoming barriers created by
inertia and confusion by addressing a host of legal
interpretation, policy, interagency agreement and
data quality challenges. Since the guidance was is-
sued last year, agencies have reported to OMB what
datasets they would like to acquire and indicated
both successes and barriers in acquiring them. OMB
has been working with agencies on these priorities
and continues to assess how to promote agency prog-
ress in using administrative data for statistical pur-
poses.

® Increased utilization of key administrative
data resources and improvements in data
quality. Given the potential of administrative data
to complement surveys as the foundation of the na-
tion’s evidence base, Federal statistical agencies con-
tinue to pursue additional uses of these data for sta-
tistical purposes. For example, the Bureau of Justice
Statistics (BJS) is using crime reports from local law
enforcement agencies to develop the first-ever time-

9 “Statistical agency” refers to “an agency or organizational unit of the
executive branch whose activities are predominantly the collection, com-
pilation, processing, or analysis of information for statistical purposes”
[PL-107347, Title V—CIPSEA, Section 502 (8)]. The statistical agencies
within the executive branch of the Federal Government are: the Bureau
of Economic Analysis; the Bureau of Justice Statistics; the Bureau of
Labor Statistics; the Bureau of Transportation Statistics; the Census
Bureau; the Economic Research Service; the Energy Information Ad-
ministration; the National Agricultural Statistics Service; the National
Center for Education Statistics; the National Center for Health Statis-
tics; the National Center for Science and Engineering Statistics; the
Office of Research, Evaluation, and Statistics at SSA; and Statistics of
Income at IRS.

10 See OMB Memorandum M-14-06, “Guidance for Providing and Us-
ing Administrative Data for Statistical Purposes,” February 2014.
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ly, detailed, and accurate national measures of crime
incidents, which will increase the Nation’s ability to
monitor, respond to, and prevent crime. BJS is also
using corrections data to produce better longitudi-
nal statistics on offender re-entry and re-integration
patterns and costs. Likewise, the National Center
for Education Statistics (NCES) is making greater
use of student financial aid and enrollment records
to increase what the nation knows about the costs
of college attendance and student debt. And the Na-
tional Center for Health Statistics (NCHS) is help-
ing States improve the quality and timeliness of
vital birth and death records to help track priority
health initiatives in prevention, cancer control, and
teenage pregnancy prevention. NCHS is also provid-
ing increased secure researcher access to linked sur-
vey and administrative data to examine the factors
that influence disability, chronic disease, health care
utilization, morbidity, and mortality.

® Improving the use of data at the Department
of Labor (DOL). In FY 2014, DOL established a
data analytics unit within the Office of the Chief
Evaluation Officer. That office focuses on supporting
agencies in their efforts to improve administrative
data quality, access data, use data to conduct both
simple and complex analysis to answer important
program and policy questions, and improve program
operations. Agencies within the Department, work-
ing independently and in conjunction with the DOL
analytics unit, have greatly expanded their data
analytics activities in the past year. For example,
the Occupational Safety and Health Administration
(OSHA) has made great strides in using administra-
tive data from a variety of sources to better identify
and target enforcement on severe violators of health
and safety standards. The 2016 Budget would estab-
lish an OSHA-specific Data Analytics Unit that will
support more in depth analysis of data on the effec-
tiveness and impact of OSHA’s enforcement, consul-
tation, outreach, and whistleblower protection strat-
egies and activities.

Budget Proposals

While the Administration is already taking steps to
realize administrative data’s potential to contribute to ev-
idence building, fully unlocking that potential will require
legislative changes. The 2016 Budget includes a package
of proposals that aim to overcome the statutory and op-
erational barriers discussed above, making additional
administrative data from Federal agencies and programs
legally and practically available for policy development,
program evaluation, performance measurement, and
accountability and transparency efforts. The package re-
flects two guiding principles:

1. Consistent with the philosophy behind the
Administration’s “Open  Data” Initiative,”!
Federally-funded data should be available to the
public and for public purposes to the greatest extent
consistent with strong privacy, confidentiality, and
data security protections.

2. Federal statistical agencies should be equipped to
facilitate reuse of administrative data, including
by other Federal agencies and, where safe and ap-
propriate, State and local governments and outside
researchers, to answer policy-relevant questions.

As discussed below, the 2016 Budget includes proposals
to: (1) improve access to specific administrative data sets;
(2) invest in the infrastructure needed to support more ef-
fective use of Federal and State administrative data; and
(3) lay the groundwork for further progress going forward.

Expanding Access to Data

Employment and earnings data are among the most
valuable Federal administrative data. Because many
Federal (and State and local) programs are intended, in
whole or in part, to increase employment and earnings,
accurate employment and earnings data are needed to
construct meaningful performance measures or conduct
rigorous evaluations across a range of programs. These
data can also shed light on local labor market dynamics
and on how different groups are succeeding or failing in
the labor market, informing program design.

As noted above, timely and reliable quarterly em-
ployment and earnings data are collected as part of
administering the Unemployment Insurance (UI) pro-
gram. While UI data are collected and held by individual
States, the Federal government maintains two national
databases of quarterly UI records compiled from State
data: the Department of Health and Human Services’
National Directory of New Hires (NDNH) and the Census
Longitudinal Employer-Household Dynamics (LEHD)
program. However, both databases are subject to strin-
gent access restrictions, and, despite the fact that Federal
government funds support UI data collection, neither is
available for most Federal statistical uses. For example,
even though the Department of Labor administers the Ul
system, neither database can generally be used to evalu-
ate the impact of Federally-funded job training programs.

On top of these restrictions on data sharing, the
Workforce Investment Act (WIA) has since 1998 prohib-
ited the “development of a national database of personally
identifiable information on individuals receiving [WIA]
job training services.”!2 The implication of the ban is that
even if the Department of Labor obtained consent to col-
lect personal identifiers for participants in Federal job
training programs, and even if it could then obtain access
to UI earnings records, it still could not take advantage
of these data to create a national database that could be
used to streamline and standardize performance report-

11 See OMB Memorandum M-13-13, “The Open Data Policy - Manag-
ing Information as an Asset,” May 2013.

12 Workforce Innovation Act, Section 504b.
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ing and transparency efforts for the workforce system or to
evaluate which job training programs work best for what
types of beneficiaries. This ban was reiterated in the 2014
reauthorization of WIA (the Workforce Innovation and
Opportunity Act or WIOA), despite the fact that WIOA
recognized that “[performance] reporting and evaluation
requirements are important tools in measuring effective-
ness, especially for the core [WIOA] programs.”'3

The 2016 Budget includes three proposals that would
facilitate greater use of employment and earnings data.

First, consistent with bipartisan Congressional pro-
posals, the Budget would allow select Federal statistical
and evaluation units to access the NDNH for statistical
purposes, subject to strong privacy and confidentiality
protections. The proposal would allow NDNH data to be
used to evaluate Federal job training and other programs
intended to increase employment and earnings, as well
as to construct job training service provider “scorecards”
based on participant employment and earnings outcomes,
consistent with WIOA and the goals laid out as part of the
Administration’s review of job-training programs.!4 The
proposal would also permit the use of NDNH data to im-
prove the completeness and efficiency of the Census LEHD
program and the 2020 decennial census. Access to NDNH
could help Census reduce the cost of the decennial census
by $1.2 billion or more by using administrative records
to identify who resides in non-responding households.
The NDNH access proposal would prohibit the Federal
statistical and evaluation units from releasing personally
identifiable information, and it includes strong criminal
penalties for individuals if they willfully make an unau-
thorized disclosure. A version of this proposal passed the
House of Representatives with bipartisan support in 2013
and the Senate Finance Committee in 2014.15

Second, the Budget proposes to eliminate the WIOA
database ban. WIOA laid out a vision for a streamlined
workforce system that improves outcomes through stan-
dardized performance requirements, integrated service
delivery, and stronger evaluation requirements. However,
it did not include provisions to allow DOL to further
streamline, standardize, and more accurately capture the
outcome information essential to these goals. Eliminating
the WIOA database ban, in combination with granting
DOL access to Ul records, would greatly simplify ongoing
efforts to evaluate job training programs while reducing
State burden associated with WIOA performance report-
ing and transparency requirements. These authorities
would also help improve the accuracy and completeness
of performance and transparency efforts, by simplifying
State efforts to capture outcomes for WIOA participants

13 160 Cong. Rec. S3982-3990, “Statement of the Managers to Accom-
pany the Workforce Innovation and Opportunity Act,” daily ed. June 25,
2014.

14 The White House, “Ready to Work: Job-Driven Training and Ameri-
can Opportunity,” July 2014.

15 The Budget also proposes to allow NDNH data sharing for certain
non-statistical (administrative) purposes that will help make programs
more efficient and effective. For principles governing these other NDNH
access proposals, see the Department of Health and Human Services’
Administration for Children and Families FY 2016 Justification of Esti-
mates for Appropriations Committees.

who move to another state and making it easier to iden-
tify participants who take advantage of multiple WIOA
programs.

Third, as part of a broader UI solvency and reform
package, the Budget would require States that receive
new Federal funding for Ul modernization to allow broad-
er statistical use of the Ul earnings records they already
provide to the Census Bureau for the LEHD. The UI re-
form package would also provide incentives for States to
improve Ul data quality and to take advantage of these
data to provide UI recipients with better information on
workforce opportunities.

Beyond wage data, the Budget includes a number of
other proposals that would improve access to important
administrative data resources. For example:

® Expanding access to Medicare data to spur im-
provements in health care quality. The Afford-
able Care Act allowed the Centers for Medicare and
Medicaid Services to make certain Medicare claims
data available to qualified healthcare research orga-
nizations for the purpose of performance evaluation.
The Budget expands this authority to allow the data
to be used for a broader array of purposes, such as
fraud prevention activities and value-added analy-
sis for physicians to enable better care coordination
and practice improvement.

® Providing targeted access to business tax data
to improve economic statistics. Current law au-
thorizes access to business tax data by the Census
Bureau, and these data are important for developing
timely and accurate economic statistics. However,
the Bureau of Labor Statistics (BLS) lacks access
to business tax data, and the Bureau of Economic
Analysis (BEA) has only limited access. These re-
strictions prevent sharing of business information
for statistical purposes among these agencies, espe-
cially for the large and growing non-corporate sector.
The Budget proposes to augment BEA’s current ac-
cess to business tax data and permit BLS to receive
Census Bureau data for businesses with limited tax
information. This would allow the agencies to col-
laborate in producing and verifying business data-
sets, reducing costs and correcting errors that can
degrade the quality of key economic statistics.

Investing in Data Infrastructure

Almost all Federal agencies could make greater use
of their own or other agencies’ administrative data to
build evidence. In addition, many agencies have data that
would be useful to other agencies, other levels of govern-
ment, or outside researchers for these same purposes. At
the same time, not all agencies have the technological
infrastructure or the expertise needed to utilize, share,
or link data themselves, nor does it make sense to fully
duplicate these capacities at every agency.

Federal statistical agencies already play a leading role
in bringing together data from multiple sources, protect-
ing privacy and confidentiality and ensuring data security,
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using data to create a wide variety of statistical products,
and providing secure access to researchers inside and out-
side of government to conduct a broad array of policy- and
program-relevant analyses. The Census Bureau in partic-
ular already has much of the infrastructure and capacity
needed to serve as a leader for this often highly technical
work.

The Budget requests $10 million in additional funding
for the Census Bureau to build on its existing strengths
and start developing a more comprehensive infrastruc-
ture for linking, sharing, and analyzing key datasets.
Specifically, the additional funds would allow the Census
Bureau to:

® Accelerate the process of acquiring and pro-
cessing additional data sets. Census has explicit
legal authority to request data from any public or
private entity, but it generally needs to negotiate ac-
cess, often a time-consuming and resource-intensive
process. Census is already in the process of acquir-
ing Supplemental Nutrition Assistance Program
(SNAP) data from States, and additional funding
would allow it to accelerate the process of acquir-
ing other Federal and Federally-sponsored program
data.

® Expand and improve infrastructure for pro-
cessing and linking data. As discussed above,
because they are collected for program administra-
tion rather than statistical purposes, administrative
data are often poorly documented, inconsistently
formatted, and otherwise difficult to work with. The
proposed investment will provide the Census Bu-
reau with resources to document, link, and anony-
mize additional data sources to make them usable
for analysis.

® Improve the infrastructure for providing data
to non-Census researchers. Most Census data
can be accessed through the Census Bureau’s net-
work of Research Data Centers (RDCs), which allow
non-Census researchers, including both staff from
other Federal agencies or levels of government and
outside experts, to access these data. However, lim-
ited Census resources sometimes lead to long delays
in reviewing and approving RDC project proposals.
With additional funding, the Census Bureau would
be able to improve and expedite the process of ap-
proving proposals to use RDC data. Census would
also expand capacity in RDCs and, building on ex-
isting models, would offer other statistical and non-
statistical agencies the opportunity to make their
data available through the RDC network. Finally,
the Census Bureau would explore the feasibility and
desirability of creating secure virtual access to select
datasets, as some other agencies have done.

In addition to the major Census investment, the Budget
also includes other investments in making administrative
data usable and available for statistical purposes, includ-
ing proposals that would:

® Improve higher education data and increase
the Department of Education’s capacity to
utilize these data to inform policy and man-
agement. The Budget provides $11.6 million for
the second phase of the Department’s Enterprise
Data Warehouse project, which will allow for deeper
analysis of the Federal student loan portfolio and
borrower behavior. The Budget also provides in-
creases at NCES for more frequent administration
of the National Postsecondary Student Aid Study
(NPSAS). The NPSAS, which integrates student
aid administrative data with robust survey data on
demographics and student experiences, is a leading
example of using administrative and survey data
together to provide greater insight than either can
alone. The Budget proposal will make more timely
data on educational costs, financial aid, enrollment,
and student progress available to policymakers and
the public.

® Help States improve their workforce and edu-
cation data systems. The Budget includes $107
million through the Workforce Data Quality Initia-
tive and the State Longitudinal Data Systems grant
programs (at the Labor and Education Departments,
respectively) to help states build and use integrated
and longitudinal data systems across their work-
force and education programs. The Budget also in-
cludes $60 million to support state consortia as they
modernize their Ul tax and benefit systems, which
will improve both the claimant experience and the
quality of the UI data. Finally, to help address some
of the policy and legal interpretations that states
grapple with when trying to make better use of their
own workforce and education data, the Budget in-
cludes funding for a joint DOL and Education team
that will serve as the central point of contact and
technical assistance for States, Federal programs,
and researchers on issues related to accessing, col-
lecting, and using workforce and education data.

® Support linking Bureau of Justice Statistics
(BJS) data with the Department of Justice’s
grants management system data. This proposal
would enable the BJS to explore the feasibility of
linking its statistical collections to the Department
of Justice’s grants management system data. Link-
ing these data would shed light on the variation in
funding across geographies and over time and on the
effects of Federal justice system funding (both by
amount and type) on recidivism and other outcomes.

Setting the Stage for Future Progress

In November, 2014, Representative Paul Ryan and
Senator Patty Murray jointly introduced legislation
(H.R. 5754/S. 2952) that would create a Commission on
Evidence-Based Policymaking. The Commission would
be charged with reviewing “the inventory, infrastructure,
and protocols related to data from Federal programs and
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tax expenditures while developing recommendations for
increasing the availability and use of these data in sup-
port of rigorous program evaluation.”'® In particular, the
Commission would advise Congress on whether and how
to create a “clearinghouse” for administrative and sur-
vey data that would facilitate accessing and linking data
to evaluate program effectiveness and inform domestic
policymaking.

The Budget embraces the Ryan/Murray approach, put-
ting forward a similar proposal to create a commission
that would make recommendations for how to better uti-
lize administrative data for evidence building. Specifically,
the commission would be tasked with recommending how
to make additional administrative data available for eval-
uation and other statistical uses by Federal and outside
researchers, what legislative changes are needed to fa-
cilitate such access, how to expand access while ensuring
data security and fully protecting privacy and confiden-
tiality, and how to improve data quality. As in the Ryan/
Murray proposal, the commission would include executive
and legislative branch appointees, selected based on their
expertise in program evaluation, data analytics, data
management, statistics, and privacy. The Budget proposes
to fund the commission as part of the Census investment
described above and to base the commission at Census to
take advantage of the Census Bureau’s extensive exper-
tise in utilizing, linking, and sharing sensitive data while
protecting privacy.

Privacy, Confidentiality, and Data Security

Proposals to expand access to data can raise concerns
about privacy, confidentiality, and data security. In this
context, the term “privacy” includes limiting the collec-
tion of personally identifiable information to only that
which is required for specific purposes. “Confidentiality”
refers to protecting information against unauthorized
disclosure by limiting the access and use of personally
identifiable information, and “data security” refers to pro-
tecting information systems from unauthorized access,
use, disclosure, disruption, modification, or destruction.
Privacy, confidentiality, and data security are all high
priorities for the Administration, and the Administration
would not support data access changes without strong
technical, legal, and policy protections to mitigate risk
and prevent unauthorized use and disclosure of the data.
The Census Bureau and other Federal statistical agencies
adhere to a robust framework of privacy, confidentiality,
and security protections governing the use of personally
identifiable information, and these agencies have a long-
standing and successful history of collecting, protecting,
and making available in secure environments some of
the Nation’s most sensitive information (including data
on personal health status, immigration status, income,
and proprietary business data). Federal statistical agen-
cies are required to follow strict rules and protocols based
in Federal law (described below) that include rigorous
access and usage protections and other requirements to
safeguard personally identifiable information and en-
sure its appropriate use for statistical purposes. Their

16 See the Evidence-Based Policymaking Commission Act of 2014.

track record shows that it is possible to make extensive
use of sensitive data to inform and improve public policy,
while also protecting privacy, confidentiality, and security.
Notably, response rates observed for Federal surveys ad-
ministered by the Census Bureau and other statistical
agencies have far surpassed private sector surveys, one
indicator of the public’s confidence that Federal statistical
agencies are able to appropriately safeguard personally
identifiable information.

The statistical agencies’ successful record reflects a
strong data stewardship framework,!” key features of
which include:

® Limiting access to authorized statistical use.
As explained above, statistical uses are those that,
by definition, do not affect the rights, benefits, and
privileges of individuals. Thus, they are inherently
protective of individual privacy, since the goal is
to learn about groups (e.g. participants in a given
program or residents of a given community) and to
release only aggregate information. Statistical agen-
cies further limit data access to only those staff with
a need to know and to authorized and approved proj-
ects.

® Minimizing direct access to personally iden-
tifiable information. Existing rules and protocols
minimize access to directly personally identifiable
information, with all users using datasets that have
been anonymized to the greatest extent compatible
with the intended use. For example, at the Census
Bureau, a small specialized unit receives adminis-
trative data from other agencies, strips off directly
personally identifiable information (e.g. names or
Social Security Numbers) and replaces such infor-
mation with a “protected identification key” before
even other Census Bureau employees can use the
file.

® Disclosure review and severe penalties for in-
appropriate disclosure. Statistical agencies re-
quire expert review of any results that will be made
public to protect against inadvertent disclosure of
individual information. Existing statutes also pro-
vide severe penalties for disclosure of personally
identifiable information.

® Data security standards. Existing laws and regu-
lations require strong technological and other safe-
guards for personally identifiable information. Sta-
tistical agencies implement stringent confidentiality
laws and policies with a comprehensive set of physi-
cal and information technology data security prac-
tices that protect data throughout the entire chain of
custody, including training for everyone who touches
the data, even incidentally, firewalls within firewalls

17 For additional discussion about privacy, confidentiality, and data
security protections see the “OMB implementation guidance issued for
Title V of the E-Government Act, Confidential Information Protection
and Statistical Efficiency Act of 2002” and “OMB Statistical Policy Direc-
tive No. 1: Fundamental Responsibilities of Federal Statistical Agencies
and Recognized Statistical Units.”
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to protect against unauthorized access, and secure
data enclaves to tightly control the process of autho-
rized access. As cybersecurity challenges continue
to affect Federal agencies, the protection of the Gov-
ernment’s information and information systems has
become more critical in safeguarding the confidenti-
ality of personally identifiable information. To fur-
ther strengthen technological and other safeguards
to protect data, the Budget funds key investments
to enhance the Federal Government’s cybersecurity
posture including the Continuous Diagnostics &
Mitigation Program, the EINSTEIN intrusion detec-
tion and prevention system, government-wide test-
ing and incident response training to mitigate the
impact of evolving cyber threats, and investments in
cyber research and development to strengthen our
cybersecurity defenses.

The Budget would extend this same data stewardship
framework to any newly available administrative data. In
particular, to the extent data would be made available to
or through agencies that are not part of the Federal sta-
tistical system, these agencies would be held to the same
core standards and would have to demonstrate their abil-
ity to meet them. For example, in the case of NDNH, the
Department of Health and Human Services (HHS) has ro-
bust procedures to ensure that any other agency accessing
the data has the required privacy and data security pro-
tections in place and has never experienced a data breach

at the Federal level. In particular, HHS reviews the other
agency’s security posture and those of its contractors,
including computer system controls, safeguarding and
oversight procedures, and administrative structure.

The commission discussed above would also be charged
with making recommendations regarding new privacy,
confidentiality, or data security protocols and standards
that should accompany further expansions in access to
administrative data.

Conclusion

The administrative data package outlined in this chap-
ter fits into the Budget’s broader emphasis on tackling
challenging but important reforms that are integral to
making government work better. Harnessing the full po-
tential of administrative data can improve transparency
and support efforts to hold programs and service providers
accountable; allow Federal agencies to adopt private-
sector best practices for using data analytics to improve
performance and customer service; support ongoing inno-
vation and experimentation, coupled with evaluations to
learn what works; and permit a greater understanding of
the different needs of different groups and communities.
The proposals in this chapter represent a first step in this
agenda and point the way to uncovering what more needs
to be done.






8. STRENGTHENING THE FEDERAL WORKFORCE

When President Obama addressed the Senior
Leadership corps on December 9, 2014, he described both
the challenge and caliber of the Federal workforce:

“Many of you do what you do at extraordinary
sacrifice. You could work at a lot of places. You
made a decision at some point in your life to serve
your country — your country is stronger because
you made that decision. You keep America run-
ning — our airports, our embassies, our financial
system. You take care of our troops and their fam-
tlies. You do it without fanfare — in fact, doing
your job right often means nobody hears about
you. They only report when something goes wrong,
or when there’s a shutdown and suddenly some-
body notices — oh, we need that and nobody is
doing it.”

Historically, this sentiment has had bipartisan support.
President George H.W. Bush stated, “There is nothing
more fulfilling than to serve your country and your fellow
citizens and do it well. And that is what our system of
self-government depends on.” The Federal Government
is America’s largest employer, with more than 2.1 million
civilian workers and 1.3 million active duty military who
serve in all 50 States and around the world. About 85 per-
cent of Federal employees work outside of the Washington,
D.C. metropolitan area, and the majority of Federal em-
ployees directly serve the public. Federal employees are
our neighbors, civic leaders, and taxpayers, too. The
Federal Government is the Nation’s largest employer
of doctors, and employs individuals responsible for pro-
tecting our forests, waterways and parks, and providing
grants for research, housing, and education. Every day,
Federal employees actively collaborate with the private
and nonprofit sectors to advance our national priorities.
During five years of delayed budgets, sequestration, pay
freezes and award caps, Federal employees have come in
every day to serve their country. In 2014 alone, Federal
employees addressed a wide range of national priorities —
from responding to the Ebola outbreak to working to end
veterans’ homelessness to implementing the Affordable
Care Act that helped millions obtain affordable health
care. Thanks in part to the efforts of Federal employees,
the economy is recovering. The annual unemployment
rate in 2014 fell 1.2 percentage points from the previous
year, the largest annual decline in the last 30 years.

This chapter discusses four broad areas related to the
Federal workforce. First, it describes trends in Federal
employment levels over the past several decades and
includes estimates for the FY 2016 Budget. Second, it
outlines the shifts in composition of the Federal workforce
over the past decades. Third, the chapter lays out some

of the challenges the Federal workforce has faced, such
as recent pay freezes, sequester, furloughs, and govern-
ment shutdown. Finally, it discusses the Administration’s
recent accomplishments and future plans to fully capi-
talize on the talents in the Federal workforce today, and
recruit and develop the capabilities we need to serve the
American people tomorrow.

The President is committed to supporting the develop-
ment of the Federal workforce. One of the four pillars of
the President’s Management Agenda (PMA) is People &
Culture, focused on unlocking the full potential of today’s
Federal workforce and building the workforce we need in
the future. This Cross-Agency Priority (CAP) Goal will
improve how we effectively hire, engage and lead our
workforce. Focusing on removing frustrating barriers
that can prevent Federal employees from accomplishing
their mission will allow us to achieve the breakthroughs
and daily operational success that the American public
expects, and fixing broken administrative processes while
focusing on mission outcome will allow agencies to prop-
erly allocate resources and concentrate on outcomes.

Trends in Federal Workforce Size

Long-Term Trends

The size of the Federal civilian workforce relative to
the country’s population has declined dramatically over
the past several decades, with occasional upticks due, for
example, to military conflicts and the administration of
the Census. Since the 1960s, the U.S. population increased
by 66 percent, the private sector workforce increased 131
percent, and State and local government workforces (ex-
cluding education workers) increased 127 percent, while
the size of the Federal workforce rose just 9 percent.!

Chart 8-1 highlights the sharp drops, relative to popu-
lation, in both the security and non-security parts of the
Federal workforce since 1975 (the end of the Vietnam War),
compared to increases in the private sector and State and
local governments (excluding education). Since 1975, the
security and non-security parts of the Federal workforce
have declined 33 and 38 percent, respectively, relative to
the population, but the patterns in the declines differ. As
could perhaps be expected, the Federal security workforce
(63 percent of the current Federal civilian workforce) has
largely tracked the history of U.S. engagement in conflict
overseas — it fell at the end of the Vietnam War, increased
in the early 1980s, and dropped significantly compared to
the civilian population as the Cold War ended. That de-
cline reversed itself after 9/11 and with the onset of the

1 Teachers, professors, and workers in schools, colleges, and universi-
ties make up almost half of the State and local workforce. To make the
State and local workforce more comparable to the Federal workforce,
those educational workers are excluded from these comparisons.
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Chart 8-1. Changes Since 1975 in
Employment/Population by Sector
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Veterans Affairs. Non-security agencies include the remainder of the Executive Branch. State & Local

excludes educational workers.

wars in Iraq and Afghanistan. After remaining mostly
steady, the non-security workforced decreased drastically
in the 1980s. While the 1990s reversed some of that de-
cline, the non-security Federal workforce has declined by
about 35 percentage points relative to the private sector
since 1992.

The divergent trends in Chart 8-1 are striking. While
the evolution of the Federal security workforce largely
tracks major foreign policy developments, the reasons
for the decline in the non-security Federal workforce
are less clear, particularly given increasing responsi-
bilities at many Federal agencies. The Government
Accountability Office reports declines in the workforce be-
tween 2004 and 2012 in the Departments of Agriculture,
Education, Housing and Urban Development, Interior,
the Environmental Protection Agency, GSA, NASA, and
the Social Security Administration. In the same period 94
percent of the Federal workforce growth occurred in the
Departments of Defense, Veterans Affairs, and Homeland
Security.2

Possible explanations for the relative decline of the
non-security Federal workforce include: (1) relative in-
creases in efficiency in the Federal sector; (2) an increase
in the contract workforce (which likely also plays a role
on the security side); and (3) shifting of some duties of
the Federal government to State and local governments.
Also noteworthy, both an increased reliance on a contract
workforce and shifting responsibilities to State and local
governments have required the Federal workforce to take
on greater management roles over time. As discussed in
greater detail below, this may help explain why the skill
level of the Federal workforce (as measured by education-

2 http://www.gao.gov/assets/670/660449.pdf.

al level attained) has increased faster than that of the
private sector workforce. Still, it is unclear if these in-
creases in education level have been fast enough to keep
up with the increased demands on the Federal workforce.

Short-Term Trends

Table 8-1 shows actual Federal civilian full-time equiv-
alent (FTE) levels in the Executive Branch by agency for
fiscal years 2013 and 2014, with estimates for 2015 and
2016. Estimated employment levels for 2016 result in an
estimated 1.6 percent increase compared to 2015, or ap-
proximately 34,000 Federal jobs. This increase is primarily
driven by growth at the Department of Veterans Affairs
to strengthen the timeliness and quality of services to
veterans and to implement the Veterans Choice Act; and
restoring cuts made to the Department of the Treasury’s
Internal Revenue Service (IRS) to improve customer ser-
vice, program integrity efforts, and tax enforcement.

In recent years, the Executive Branch has had made
considerable progress hiring veterans, and the Federal
government continues to benefit from retaining the dedi-
cation, leadership, and skills these veterans have honed.
In November 2009, President Obama signed Executive
Order 13518, establishing the Veterans Employment
Initiative and establishing the Council on Veterans
Employment. In FY 2011, veterans made up 29 percent
of the total new hires in the Federal Government. By the
end of FY 2013, veterans made up approximately 31 per-
cent of new hires government-wide, and 54 percent of new
hires at DOD. The total number of veterans employed by
the Government also increased. In FY 2011, there were
602,775 veterans in the Federal Government, or 29 per-
cent of the workforce. By the end of FY 2013 (the most
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Table 8-1. FEDERAL CIVILIAN EMPLOYMENT IN THE EXECUTIVE BRANCH
(Civilian employment as measured by full-time equivalents (FTE) in thousands, excluding the Postal Service)
Change: 2015 to
Agency Actual Estimate 2016
2013 2014 2015 2016 FTE Percent
Cabinet agencies:
Agriculture 88.0 86.1 91.1 91.8 0.7 0.8%
Commerce 39.9 39.5 43.6 451 1.5 3.4%
Defense 738.3 7239 744.5 7416 29 -04%
Education 4.1 4.0 4.0 4.3 0.3 75%
ENBIGY oo 15.3 15.0 16.1 16.2 0.1 0.6%
Health and Human Services ... 70.1 69.9 72.8 75.4 2.6 3.6%
Homeland Security ..........ccccovevevvirerneirniines 183.7 183.2 185.7 189.5 3.8 2.0%
Housing and Urban Development . 8.7 8.4 8.6 8.9 0.3 3.5%
INterior .......ocveverns 67.3 64.4 66.9 68.3 14 2.1%
Justice ... 114.8 112.4 117.4 119.3 1.9 1.6%
17.2 16.7 171 17.9 0.8 4.7%
33.2 33.1 33.3 33.3 0.0 0.0%
Transportation 55.9 54.1 56.2 57.1 0.9 1.6%
Treasury 102.3 99.2 97.9 107.3 9.4 9.6%
Veterans Affairs 312.8 323.0 342.3 353.9 11.6 3.4%
Other agencies—excluding Postal Service:
Broadcasting Board of Governors ................. 1.8 1.7 1.9 1.9 0.0 0.0%
Corps of Engineers—Civil Works ................... 22.4 21.8 22.5 22.5 0.0 0.0%
Environmental Protection Agency ................. 15.8 15.3 15.5 15.5 0.0 0.0%
Equal Employment Opportunity Commission .. 2.1 2.1 2.3 2.4 0.1 4.3%
Federal Deposit Insurance Corporation .......... 7.7 7.3 7.3 7.1 -02| -27%
General Services Administration ................... 1.9 1.5 12.0 1.8 02| -17%
International Assistance Programs ................. 5.4 55 5.6 5.6 0.0 0.0%
National Aeronautics and Space Administration .. 17.9 17.7 17.6 17.4 -02| -11%
National Archives and Records Administration ... 3.0 29 3.0 3.0 0.0 0.0%
National Labor Relations Board .............c........ 1.6 1.5 1.6 1.6 0.0 0.0%
National Science Foundation .... 1.4 1.4 1.4 1.4 0.0 0.0%
Nuclear Regulatory Commission .. 3.7 3.8 3.8 3.8 0.0 0.0%
Office of Personnel Management ................... 5.3 5.0 5.4 55 0.1 1.9%
Railroad Retirement Board ............cccovvevnen. 0.9 0.9 0.9 0.9 0.0 0.0%
Securities and Exchange Commission ........... 4.0 42 4.4 4.9 05 11.4%
Small Business Administration .............cc..c.... 3.9 3.3 3.3 3.3 0.0 0.0%
Smithsonian INSHULON .........ccccovverrerrereniinnne 5.1 4.9 5.3 55 0.2 3.8%
Social Security Administration ...........ccc..c.... 62.5 60.8 64.3 65.5 1.2 1.9%
Tennessee Valley Authority ........cc.coocvvrcenennee. 12.6 11.3 1.7 11.6 -0.1 -0.9%
All other small agenCies ..........cvvereerneerneeninnns 17.4 17.6 18.5 19.2 0.7 3.8%
Total, Executive Branch civilian employment*..| 2,058.0| 2,033.4| 2,105.8] 2,140.3 34.5 1.6%

* Totals may not add due to rounding.

recent available data), the number of veterans had grown
to over 607,000, or 30 percent of the Federal workforce,
and represented 47 percent of the workforce at DOD. By
comparison, veterans comprise approximately 6 percent
of the private sector non-agricultural workforce.

Attributes of the Federal Workforce

The previous section describes the long-term decline
in the size of the Federal workforce relative to the U.S.
population, the private sector workforce, and State and
local government workforces. That relative reduction in
size in the face of a Federal mission that has only grown

more complex, along with an historical trend of greater
reliance on contractors and State and local partners in
many areas, results in Federal jobs that have become in-
creasingly complex and require greater levels of skill. It is
equally important to consider how the Federal workforce
differs from the private sector and how it has changed
over time. As discussed in more detail below, in compari-
son to private sector jobs, Federal jobs are concentrated
in higher paying professions and are based in higher
cost metropolitan areas. Also, Federal workers hold more
high-level degrees, and the share possessing such degrees
is growing.
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Table 8-2. OCCUPATIONS OF FEDERAL AND PRIVATE SECTOR WORKFORCES
(Grouped by Average Private Sector Salary)

Percent
Occupational Groups Federal  |Private Sector
Workers Workers

Highest Paid Occupations Ranked by Private Sector Salary
LAWYEIS @NG JUAGES ....cvvvvriiriiiieiii it 1.9% 0.6%
Engineers ... 4.0% 1.9%
Scientists and social scientists .. 4.9% 0.7%
MaNAGENS .....vuveriririerieieierierieeeeererrine 11.7% 13.7%
Pilots, conductors, and related mechanics .... 2.0% 0.5%
Doctors, nurses, psychologists, efc. .............. 8.0% 6.2%
Administrators, accountants, HR personnel .. 6.5% 2.7%
Miscellaneous professionals .............ccccceeuee 15.2% 8.7%
INSPECIONS .ttt 1.4% 0.3%
Total Percentage 55.6% 35.2%

Medium Paid Occupations Ranked by Private Sector Salary
Sales including real estate, INSUrANCE AJENLS .........cvueiuiieiiiririieisie et 1.1% 6.2%
Other miscellaneous occupations .................. 3.2% 4.4%
Automobile and other mechanics .............. 1.8% 3.0%
Law enforcement and related occupations 9.2% 0.8%
Office workers ... 2.5% 6.2%
Social workers .............. 1.4% 0.6%
Drivers of trucks and taxis . 0.7% 3.2%
Laborers and construction workers ... 4.0% 9.3%
Clerks and adminiStrative @SSISTANES .........c.euiiririieireiei ettt 13.5% 11.2%
MANUFACIUTING ..vvuvtetriiies sttt bbb 2.5% 7.5%
Total Percentage 40.0% 52.3%

Lowest Paid Occupations Ranked by Private Sector Salary
Other MiSCEllanEOUS SEIVICE WOTKETS .........ciuuiuririieiieiseeieiieeie ittt ssies 2.2% 5.9%
Janitors and housekeepers ............cccce.. 1.4% 2.4%
Cooks, bartenders, bakers, and wait Staff ............ccovreeereinir s 0.8% 4.1%
Total Percentage 4.4% 12.4%

Source: 2010-2014 Current Population Survey, Integrated Public Use Microdata Series.

Notes: Federal workers exclude the military and Postal Service, but include all other Federal workers in the Executive, Legislative,
and Judicial Branches. However, the vast majority of these employees are civil servants in the Executive Branch. Private sector
workers exclude the self-employed. Neither category includes state and local government workers. This analysis is limited to full-
time, full-year workers, i.e. those with at least 1,500 annual hours of work.

Type of occupation. The last half century has seen
significant shifts in the composition of the Federal work-
force. Fifty years ago, most white-collar Federal employees
performed clerical tasks, such as filing or data entry.
Today their jobs are vastly different, requiring advanced
skills to serve a knowledge-based economy. For example,
the IRS previously required thousands of employees in
warehouses to print and sort hard-copy tax returns, while
thousands more manually adjudicated the returns. With
the majority of tax returns now electronically filed, the
IRS today requires more forensic accountants and ana-
lysts rather than warehouse clerks. Federal employees
must manage highly sensitive tasks that require great
skill, experience, and judgment. Many need sophisticated
management and negotiation skills to effect change, not
just across the Federal Government, but also with other
levels of government and the private sector.

Using data from the Bureau of Labor Statistics, of full-
time, full-year workers, Table 8-2 breaks all Federal and
private sector jobs into 22 occupation groups to demon-
strate the differences in composition between the Federal
and private workforces. Professionals such as doctors, en-
gineers, scientists, statisticians, and lawyers now make
up a large and growing portion of the Federal workforce.
For example, the Federal STEM workforce has increased
by 12 percent from FY 2008 to FY 2012. More than half
(56 percent) of Federal workers are employed in the nine
highest-paying private sector occupation groups, such as
judges and lawyers, engineers, and scientists, compared
to about a third (35 percent) of private sector workers.
In contrast, 12 percent of private sector workers are em-
ployed in the three lowest-paying occupation groups, as
cooks, janitors, service workers, etc. Only about 4 percent
of Federal workers are employed in those three lowest-
paying occupation groups.
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Chart 8-2. Masters Degree or Above
by Year for Federal and Private Sectors
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Source: 1992-2014 Current Population Survey, Integrated Public Use Microdata Series.

Notes: Federal excludes the military and Postal Service, but includes all other Federal workers. Private
Sector excludes the self-employed. Neither category includes State and local government workers.
Large firms have at least 1,000 workers. This analysis is limited to full-time, full-year workers, i.e.
those with at least 1,500 annual hours of work and presents five-year averages.

Education level. The complexity of much Federal ent trends in educational levels for the Federal and

work — whether that work is analyzing security or fi-
nancial risk, forecasting weather, planning bridges to
withstand extreme events, conducting research to ad-
vance human health or energy efficiency, or pursuing
scientific advancements in a laboratory — necessitates
a highly educated workforce. Charts 8-2 and 8-3 pres-

private sector workforces over the past two decades.
In 1992 there were only about half as many highly
educated Federal workers (masters degrees or above)
compared to less educated workers (high school degrees
or less); in 2014 there were 74 percent more highly ed-
ucated Federal workers than less educated workers.

Chart 8-3. High School Graduate or Less
by Year for Federal and Private Sectors
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Notes: Federal excludes the military and Postal Service, but includes all other Federal workers. Private
Sector excludes the self-employed. Neither category includes State and local government workers.
Large firms have at least 1,000 workers. This analysis is limited to full-time, full-year workers, i.e.
those with at least 1,500 annual hours of work and presents five-year averages.
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The private sector has also experienced increases in
educational level, but the increases in highly educated
workers have been slower than in the Federal sector.
Even in large firms, the percentage of highly educated
workers is less than half that of the Federal sector and
the rate of growth over the last decade is only about
half as fast.

Size of organization and responsibilities.
Another important difference between Federal work-
ers and private sector workers is the average size of
the organization in which they work. Federal agencies
are large and often face challenges of enormous scale —
distributing benefit payments to over 66 million Social
Security and Supplemental Security Income benefi-
ciaries each year, providing medical care to 8.9 million
veterans, or managing defense contracts costing billions
of dollars. Data shows that workers from large firms
(those with 1,000 or more employees) are paid about 15
percent more than workers from small firms (those with
fewer than 100 employees), even after accounting for
occupational type, level of education, and other charac-
teristics. However, even large private sector firms may
not be ideal comparisons to the Federal sector, because
the Federal sector is larger and more highly educated
(see Charts 8-2 and 8-3).

Demographic characteristics. Federal workers
tend to have demographic characteristics associated with
higher pay in the private sector. They are more experi-
enced, older, and live in higher cost metropolitan areas.
For example, Federal workers, on average, are 45.6 years
old — up 2.8 years from 20 years ago and higher than the
average age of 42.1 years old in the private sector (even
in large firms). Chart 8-4 shows the trends in average age

in both the Federal and private sectors over the past two
decades.

Federal Compensation Trends

Chart 8-5 shows how increases in the Federal pay
scale have compared to increases in private sector wages
since 1978. After more than a decade when the percent-
age increases in annual Federal pay raises did not keep
pace with the percentage increase in private sector pay
raises, Congress passed the Federal Employees Pay
Comparability Act of 1990 (FEPCA) pegging Federal pay
raises, as a default, to changes in the Employment Cost
Index (ECI). The law gives the President the authority
to propose alternative pay adjustments for both base and
locality pay. Presidents have regularly supported alterna-
tive pay plans.

While increases in Federal and private sector pay re-
mained fairly even during the early 1990s, private sector
pay incrementally rose in comparison to the public sec-
tor in the mid-1990s. That trend reversed itself in the
2000s when the Federal pay scale rose relative to private
sector wages. Over the last few years, however, Federal
sector wages have fallen consistently and significantly
relative to the private sector. This primarily reflects the
recent Federal pay freezes, discussed in further detail be-
low. Furthermore, newly hired Federal employees have
been required to pay additional contributions towards
retirement, effectively a pay reduction relative to their
longer-employed colleagues. In 2012, the Middle Class
Tax Relief and Job Creation Act increased employee con-
tributions to Federal defined benefit retirement plans,
including the Federal Employees’ Retirement System, by
2.3 percentage points, effective for individuals joining the
Federal workforce after December 31, 2012 with less than

Chart 8-4. Average Age by Year for
Federal and Private Sectors
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Chart 8-5. Pay Raises for Federal vs.
Private Workforce, 1978-2016
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five years of creditable civilian service. The Bipartisan
Budget Act of 2013 increased employee contributions for
those joining the Federal workforce after December 31,
2013 by an additional 1.3 percentage points. Taking into
account both the recent pay freezes and the changes in
retirement contributions, earnings for new Federal em-
ployees since these changes have fallen more than 10
percentage points relative to the private sector between
2009 and 2015.

The President ended the three-year pay freeze with a
one percent pay increase for General Schedule employees
in 2014 and 2015. The 2016 Budget assumes a 1.3 per-
cent pay increase in 2016 to help the Federal Government
remain competitive in attracting and retaining a high-
caliber workforce.

Comparisons of Federal and Private
Sector Compensation

Federal worker compensation receives a great deal of
attention, particularly in comparison to that of private
sector workers. Comparisons of the pay and benefits of
Federal employees and private sector employees must ac-
count for factors affecting pay, such as differences in skill
levels, complexity of work, scope of responsibility, size of
the organization, location, experience level, and exposure
to personal danger, and should account for all types of
compensation, including pay and bonuses, health benefits,
retirement benefits, flexibility of work schedules, job secu-
rity, training opportunities, and profit sharing.

A series of reports released in January 2012 by the
Congressional Budget Office (CBO) accounted for some,
but not all, of the factors described above. CBO found that
prior to the three-year Federal pay freeze, Federal pay, on
average, was slightly higher (2.0 percent) than compara-

ble private sector pay. CBO reported that overall Federal
sector compensation (including benefits) was on average
substantially higher, but noted that its findings about
comparative benefits relied on far more assumptions and
were less definitive than its pay findings. The CBO study
also excluded forms of compensation, such as job security,
that favor the Federal sector, and factors such as train-
ing opportunities and profit sharing that favor the private
sector.

Perhaps more importantly, CBO emphasized that fo-
cusing on averages is misleading, because the Federal/
private sector differentials vary dramatically by edu-
cation and complexity of job. Compensation for highly
educated Federal workers (or those in more complex jobs)
is lower than for comparable workers in the private sec-
tor, whereas CBO found the opposite for less educated
workers. These findings suggest that across-the-board
compensation increases or cuts may not be the most ef-
ficient use of Federal resources.

The CBO reports focus on workers and ask what em-
ployees with the educational backgrounds and other
characteristics of Federal workers earn in the private sec-
tor. An alternative approach, used by the Federal Salary
Council, focuses on jobs and asks what the private sector
would pay people with the same roles and responsibili-
ties as Federal workers. Unlike CBO, which found that
Federal pay is (on average) roughly in line with private
sector pay, the Federal Salary Council found that in 2014
Federal jobs paid 35 percent less than comparable non-
Federal jobs.

There are possible explanations for the discrepancy
in the CBO versus the Federal Salary Council findings.
First, methodological issues around the classification of
Federal and private sector jobs introduce considerable
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uncertainty into the Federal Salary Council approach.
It is significantly easier to compare college graduates
in Federal versus private sector jobs than it is to deter-
mine what private sector job is most comparable to a
given Federal job. Second, the studies ask fundamentally
different questions, so their different answers are not nec-
essarily in conflict. It could be the case that Federal and
private sector workers with similar characteristics are
paid about the same, but that jobs in the Federal sector are
underpaid relative to their private sector counterparts.
That would imply that, at least in some jobs, the Federal
government could have difficulty hiring and retaining
workers with the same skills or managerial experience as
their counterparts in equivalent private sector jobs This
could be a reason for concern, given the decline in the size
of the Federal workforce relative to the population and
the increasingly supervisory role it plays (e.g., supervis-
ing contractors and State and local governments).

Workforce Challenges

The Federal Government faces unique human capital
challenges, including a personnel system that requires
further modernization, an aging and retiring workforce,
and the need to engage a future generation of Federal
workers. If the Government loses top talent, experience,
and institutional memory through retirements, but can-
not recruit, retain, and train highly qualified workers,
performance suffers. While the current Federal age dis-
tribution and potential for a large number of retiring
workers poses a challenge, it also creates an opportunity
to reshape the workforce and to infuse it with new work-
ers excited about government service and equipped with
strong management skills, problem-solving ability, tech-
nology skills, and fresh perspectives. A national climate
of criticism of service in the Federal bureaucracy makes
it difficult to recruit the needed workforce and convince
them to commit their talents and develop into future
leaders. President Obama, when welcoming employees
back from the 2013 shutdown, explicitly made his pitch:

“We have work to do, and the American people are
counting on us to get it right. Those of us who have
the privilege of serving this country may come from
different parties, but we are Americans first. Each
of us has specific responsibilities we are charged
with carrying out on behalf of the American peo-
ple, and we have an obligation to do it the best
we can. I look forward to working with all of you
to make sure we meet the high expectations of the
citizens we serve.”

Outdated Personnel System

In the past sixty years, the private sector has developed
innovative and more flexible personnel management sys-
tems, but the Federal personnel system has not kept up.
While recent hiring reform efforts are showing some prog-
ress in simplifying hiring, additional reforms are needed
to update the hiring, pay, classification, benefits systems,
and the performance management process, including how

to reward top performers and address low performers.
The General Schedule (GS) pay system has been in effect
since 1949. Enacted in 1951, aspects of the current benefit
and leave laws are out of date and do not always provide
adequate flexibility to reflect today’s employee and family
structures. The Administration is committed to develop-
ing an alternative, cost-effective system that will allow
the Government to compete for and reward top talent, in-
centivize performance, and encourage adequate flexibility
to family caregivers, among other requirements.

To that end, the Administration proposed to the
Joint Select Committee on Deficit Reduction that the
Congress establish a Commission on Federal Public
Service Reform comprised of Members of Congress, rep-
resentatives from the President’s National Council on
Federal Labor-Management Relations, members of the
private sector, and academic experts. The purpose of a
Congressionally-chartered Commission would be to de-
velop recommendations on reforms to modernize Federal
personnel policies and practices within fiscal constraints,
including — but not limited to — compensation, staff de-
velopment and mobility, and personnel performance and
motivation.

One clear manifestation of the challenges of the GS
system is the continued requests for additional flexibili-
ties and authorities that the agencies need to effectively
manage their workforce. The various pay authorities and
flexibilities create differentiation among agencies, plac-
ing some at a competitive disadvantage to recruit similar
talent. While a fragmented personnel system may indeed
provide needed customization, today’s personnel strategy
and oversight are hampered by a legacy centralized rule-
making structure and is largely ineffective. Quite simply,
a 215¢ Century Government cannot continue to operate
using 20t Century processes.

Aging Workforce

The Federal workforce of 2014 is both older than
Federal workforces of past decades and older than the
private sector workforce. The number of Federal retire-
ments has steadily increased, rising from 95,425 in 2009
to peak at 114,697 in 2013. The 101,568 Federal retire-
ments in 2014 represent approximately five percent of
the workforce, and increases in retirement are expected to
continue. Twenty-five percent of respondents to the 2014
Employee Viewpoint Survey (EVS) expressed an intent to
retire during the next five years, with four percent retir-
ing in the next year alone. Given these demographics, the
Federal Government faces a few immediate challenges:
preparing for retirements by maximizing knowledge
transfer from one generation to the next; succession
planning to assure needed leadership; and hiring and
developing the next generation of the Government work-
force to accomplish the varied and challenging missions
the Federal Government must deliver.

Developing and Engaging Personnel
to Improve Performance

OPM administers the Government-wide Federal
Employee Viewpoint Survey (EVS) to gather employee
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perceptions about whether, and to what extent, conditions
characterizing successful organizations are present in
their agencies. The EVS measures employee engagement,
defined as employees’ sense of purpose, evident in their
display of dedication, persistence, and effort in their work
or overall attachment to their organization and its mis-
sion. The 2014 EVS results demonstrated that Federal
employees continue to be engaged in their work, with just
a one percent decrease reported in the year after a lapse
in appropriations caused Federal offices to temporarily
close. However, while levels of employee engagement have
remained relatively steady, the continued declines across
approximately one-third of the EVS questions serves as
an important warning about the long-term consequences
of the pay freezes, sequestration, and budget uncertainty
that have driven the government-wide declines in satis-
faction over the past three years.

One well-documented challenge in any organization is
managing a workforce so it is engaged, innovative, and
committed to continuous improvement. Federal employ-
ees are extremely positive about the importance of their
work and repeatedly express a willingness to put in extra
effort to accomplish the goals of their agencies. Results
from the 2014 EVS indicate that nearly 96 percent of
respondents answer positively to the statement “When
needed I am willing to put in the extra effort to get the
job done.” However budgetary constraints have impacted
a variety of issues that are important to Federal agencies
and employees. For example, the number of employees
reporting that their training needs were met dropped by
five percentage points between 2012 and 2014, evidence
of the impact that budget reductions have on workforce
development. There are also cultural and management
issues that must be addressed as evidenced by only 55
percent of employees government-wide “feel encouraged
to come up with new and better ways of doing things.”.

OPM has developed the EVS Employee Engagement
Index, an important tool to measure the conditions likely
to lead to employee engagement. The 2014 EVS results
reflected a slight government-wide decline in two of the
three subfactors (Leaders Lead, Supervisor/Employee
Relationships, and Intrinsic Work Experiences) that
comprise the index. While ratings of Leaders Lead and
Intrinsic Work Experience had a slight decline, ratings for
Supervisors rose to 71 percent. Engaging agency leaders
and managers to make improvements in these areas is
a top priority of the President’s Management Agenda, as
discussed below.

Budgetary Constraints

The last several years have been challenging for the
Federal workforce. In late 2010, as one of several steps the
Administration took to put the Nation on a sustainable
fiscal path, the President proposed and Congress enacted
a two-year freeze on across-the-board pay adjustments
for civilian Federal employees, saving $60 billion over 10
years. The pay freeze was extended an additional year in
2013 by Congress. The President also issued a memoran-
dum directing agencies to freeze pay schedules and forgo
general pay increases for civilian Federal employees in ad-

ministratively determined pay systems. Additionally, on
his first day in office, the President froze salaries for all se-
nior political appointees at the White House, and in 2010,
the President eliminated bonuses for all political appoin-
tees across the Administration. The Office of Personnel
Management (OPM) and the Office of Management and
Budget (OMB) directed agencies to limit individual per-
formance awards for almost all employees starting in
fiscal years 2011 and 2012, and continuing. Looking for-
ward, tight discretionary caps for 2016 and the possible
resumption of sequester in 2016 will make it increasingly
challenging for the Federal government to keep pace with
the private sector, especially in hard to recruit fields, both
in terms of pay and in areas such as training.

Addressing Federal Workforce Challenges

The Administration is committed to further accel-
erating its employee performance and human capital
management. These initiatives are a core component of
the President’s Management Agenda, as discussed in the
main Budget volume. Multiple efforts are underway, in-
cluding: building a workforce with the skills necessary
to meet agency missions, developing and using person-
nel analytics to drive decision making, new programs
to infuse talent into agencies, heightened attention to a
diverse and inclusive workforce, continued focus on the
Senior Executive Service (SES) hiring and performance
appraisal systems, and strengthened labor-management
partnerships.

Mission Focused and Data Driven
Personnel Management

The Administration is committed to strengthening
Federal agencies’ capacity to analyze human resources
data to address workplace problems, improve produc-
tivity, and cut costs. OPM, in conjunction with OMB, is
implementing several key initiatives that will lead to bet-
ter evaluation and management of Federal employees.
These efforts include using the EVS as a diagnostic tool
to guide management of our Federal workers, expanding
implementation of our successful data-driven Human
Resources Statistics (HRStat) review sessions, greater
alignment between human capital and mission perfor-
mance, and quarterly updates of key HR performance
indicators on Performance.gov.

As discussed earlier, OPM’s EVS is a valuable manage-
ment tool that helps agencies identify areas of strength
and weakness and informs the implementation of tar-
geted action plans to help improve employee engagement
and agency performance. Notably, OPM has worked with
agencies in recent years to increase the number of com-
ponents within agencies for which office-specific results
are available. Whereas only 1,687 components received
results in 2011, more than 21,000 offices received results
in 2014. The increased response and reporting granular-
ity enables agencies to identify areas of strength, offering
possible models for others, and areas of weakness need-
ing attention. Agencies across Government are using EVS
data to develop and implement targeted, mission-driven
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action plans to address identified challenges. The 2014
release of UnlockTalent.Gov, a new OPM dashboard that
provides engagement and satisfaction indices, allows
managers across the agency to review their own data in
comparison to the rest of government and their agency.
The Budget continues its investment in OPM’s data an-
alytics to increase the number of data sets available to
Federal managers.

Elevating employee engagement is a top priority for
the Administration. In December 2014, the Director and
Deputy Director of OMB, Director of OPM and Deputy
Director of the White House Presidential Personnel Office
co-signed a memorandum to the Heads of all Agencies
that outlined the linkage between strengthening employ-
ee engagement and organizational performance. Building
on strong evidence from the private sector and case stud-
ies within the Federal Government, Senior Leaders will
be held accountable for ensuring that employee engage-
ment is a priority and becomes an integral part of the
performance-management system.

Since 2012, Chief Human Capital Officer (CHCO) level
agencies have utilized HRstat reviews. These quarterly
data-driven reviews, which are led by the agency CHCOs
in collaboration with the designated agency Performance
Improvement Officer (PIO), focus on agency-specific hu-
man capital performance and key human resources
management metrics. Agencies have the flexibility to
focus on areas critical to their mission and use metrics
to understand issues such as performance management,
succession planning, recruitment timeliness, and strate-
gic workforce planning. The HRstat reviews are intended
to enable quick course correction, if needed, to help ensure
progress is being made on key human resources issues.
For example, through HRstat, the Treasury Department
matched up different bureaus as partners to collaborate
on veterans hiring and in one year more than doubled the
rate of new veteran hires. In 2014, the final eight CHCO
agencies completed the HRstat pilot, so that now all CHCO
agencies are implementing the quarterly data-driven re-
views. To further assist agencies in implementing and
sustaining HRStat, OPM developed an “HRStat maturity
model” and stood up a Community of Practice to work col-
laboratively across government on standards, guidance,
tools, training and best practices. These products will be
developed and rolled out in 2015, to ensure all agencies
continue to mature their HR capabilities.

Creating a Culture of Excellence and
Engagement to Enable Higher Performance

Leadership, organizational culture, and employee en-
gagement are critical factors in the success of private and
public institutions. While employee engagement is linked
to everything from higher earnings per share, to lower
workplace accidents and turnover, and overall high per-
formance in the private sector?, the Administration’s focus
on employee engagement and mission performance are

3 Heskett, J. L., T. O. Jones, G. W.Loveman, W. Earl Sasser, and L. A.
Schlesinger.“Putting the Service-Profit Chain to Work.” Harvard Busi-
ness Review 72, no. 2 (March-April 1994): 164-174; Heskett, J., W. E.
Sasser Jr., and L. Schlesinger. The Service Profit Chain. N.Y.: Free Press,
1997

crucial ingredients to supporting a Culture of Excellence
that can improve all Federal services, and is an important
component of the Management Agenda. As the President
said in his remarks to the SES on December 9, 2014: “One
of the things that we know in the private sector about con-
tinuous improvement is you’ve got to have the folks right
there on the front lines able to make suggestions and
know that theyre heard, and to not simply be rewarded
for doing an outstanding job, but to see their ideas imple-
mented in ways that really make a difference.”

In 2014, OPM created an engagement dashboard based
on EVS and other human resource data that serves as an
accessible tool for Chief Operating Officers and supervi-
sor alike. When coupled with agency mission performance
data, this information provides actionable insights to tar-
get areas where improvement is needed the most. OPM
will also support these areas of focus with increased cross-
government attention on employee leadership and skill
development. In 2014, OPM launched GovConnect, which
consists of a set of tools being piloted by several agencies
that allow managers to tap into skills from a wider range
of people within and across agencies, and allow virtual
teams to surge onto new projects, discrete initiatives, and
crises.

There are also effective tools available for managers
and supervisors to address employee performance chal-
lenges. OPM offers periodic classroom training sessions;
on-line training on HR University; and an OPM desk
guide for supervisors to assist them in addressing and
resolving poor performance of employees they supervise.
Consistent with recommendations from the President’s
Management Council, OPM will help agencies understand
the authorities they have and how to use them effectively
to spread best practices to deal with poor performers who
fail to improve as needed or are ill suited to their current
positions.

As capabilities are enhanced and credibility is built,
these efforts will incorporate continuous improvement in
learning and development opportunities and tools avail-
able to Federal managers and employees. As part of the
Government Performance and Results Act implemen-
tation, agencies are aligning strategic human capital
planning, with mission planning — specifically strategic
and performance plans.

Building a World-Class Federal Management
Team Starting with Enhancements
to the Senior Executive Service

Drawing from leading practices, the Administration
is committed to investing in our civil service leadership
by expanding on the strong experience and skills base
across the Federal Executive Corps. The SES hiring pro-
cess relies extensively on lengthy written qualifications
statements and a centralized qualifications certification
process which can impact our ability to successfully at-
tract a broad sector of top talent. In 2014, we examined the
SES hiring process to identify efficiencies and to ensure
we have effective processes for hiring the best executive
talent. We are building a stronger SES onboarding pro-
gram so our leaders can more effectively transition into
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organizations, hit the ground running, and understand
the high standards that are expected of them from the
beginning.

The Management Agenda continues the
Administration’s commitment to expanding management
development opportunities for SES and SES candidates
by linking and coordinating existing cross-agency and
cross-sector leadership initiatives. In 2015, OPM will
strengthen the SES-wide leadership and engagement
training curriculum — including an emphasis on diversity
and the changing needs of the 21st century workforce. A
half dozen agencies volunteered to pilot possible solutions,
including new recruitment, application, and onboarding
processes changes. The Budget also provides OPM with
funding to develop and pilot new assessments that could
reduce the time to hire while improving the quality of the
selection.

The Administration launched two new programs to
focus on specific senior leadership changes. The White
House Advisory Group on SES Reform will play a key
role in providing input on the core components of the
Administration’s efforts to improve the SES corps.
Recommended by their agency leadership, these individ-
uals are highly effective SES, Senior Level, and Senior
Technical professionals and aspiring SES who will pro-
vide a broad set of advice on the current and future state
of the senior career leadership. The group will play a
key role in improving the way we recruit, hire, develop,
and retain top senior career leaders. The White House
Leadership Development Program for Future Senior
Career Executives will provide top civil servants and SES
candidates with rotational assignments with leaders re-
sponsible for driving progress on Cross-Agency Priority
Goals. The program is a step towards fulfilling the vision
of the Senior Executive Service and developing a cadre of
senior civil servants with critical skill sets such as leading
change, building coalitions, working across government to
solve problems, and performance management. The first
cohort will start in 2015.

Enabling Agencies to Hire the Best
Talent from All Segments of Society

The Administration is committed to working with labor
groups, universities, nonprofits and the private sector to
improve hiring outcomes by exploring flexible approaches
to recruit and retain individuals with high-demand tal-
ents and skills. As part of the Management Agenda, the
Administration will launch demonstration projects in
2015 to identify promising practices in recruiting, hiring,
onboarding, and deploying talent across agencies. The goal
of these projects will be reducing skills gaps, increasing
diversity, and improving organizational outcomes. OPM
is working individually with agencies Government-wide
to “untie the knots” that previously hindered effective re-
cruitment and hiring.

The Federal Government has also made progress to-
wards pay equality. Based on recent studies, the gap
between average male and female salaries in the Federal
Government is about half the gap in the private sector.

Family Friendly Workplace Policies

A growing number of working Americans — both men
and women - struggle to balance the needs of their
families with the responsibilities of their jobs. Leading
companies in the private sector are working to develop
new tools to redesign their workplaces to provide greater
flexibility to workers. While the Federal leave system has
been enhanced over the years and is generally regarded
as providing good benefits and flexibilities, there is room
for further enhancements that would help the Federal
Government in its efforts to recruit and retain a quality
workforce.

On June 23, 2014, the President issued a broadly fo-
cused Presidential Memorandum (PM) on Enhancing
Workplace Flexibilities and Work-Life Programs that
directs agency heads to ensure that various workplace
flexibilities are available ‘to the maximum extent prac-
ticable, including the advancement of leave for employee
and family care situations. The June PM requires that
agencies review and assess the efficacy of existing work-
place flexibilities and work-life programs in meeting
employee needs.

While Federal workers already have access to paid sick
leave and vacation time, the government has fallen be-
hind industry-leading companies and offers no paid time
off specifically for family or parental leave. In order to
recruit and retain the best possible workforce to provide
outstanding service to American taxpayers, the President
is proposing legislation that would provide federal em-
ployees with six weeks of paid administrative leave for
the birth, adoption, or foster placement of a child. In ad-
dition, the proposal would allow parents to use sick days
to care for a new child. In doing so, the proposals will
strengthen Federal recruitment and retention, and make
significant progress in bringing Federal parental leave
policies in line with benefit programs already provided by
many companies, while also encouraging wider adoption
of such standards in the private sector. The costs of pro-
viding this benefit will be covered within agency budget
requests for salaries and expenses.

The President also signed a Presidential Memorandum
in January, 2015, directing agencies to allow for the ad-
vance of 30 days of paid sick leave for parents with a new
child, employees caring for ill family members, and other
sick leave-eligible uses. This will allow new mothers the
opportunity to recuperate after child birth, even if they
have not yet accrued enough sick leave. It will also al-
low spouses and partners to care for a new mother during
her recuperation period and both parents to attend pro-
ceedings relating to the adoption of a new child. Finally,
it directs agencies to consider a benefit some agencies
already provide—help finding, and in some cases subsi-
dizing, emergency backup child care (as well as backup
care for seniors and adults with disabilities) that parents
can use for a limited numbers of days per year when they
need to go to work but their regular care is not avail-
able. Some agencies provide this benefit through their
Employee Assistance Program and it can help parents
with a temporary need for safe care for their children.
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The Federal government should be a model employer
and has already aggressively increased the use of telework
and other policies to promote family-friendly policies. The
2014 EVS indicated that teleworkers are more likely to
feel empowered (46 percent versus 40 percent), and more
likely to be satisfied with their jobs (68 percent compared
to 63 percent of non-teleworkers). Finally, employees who
telework are more likely to want to stay with their agencies
(67 percent compared to 63 percent of non-teleworkers)
and to recommend their agencies to others (67 percent
compared to 63 percent of non-teleworkers). As document-
ed by OPM’s 2013 report on the status of telework (the
most recent available), the percentage of eligible Federal
employees who participated in routine telework grew to
21 percent as of September 2012, compared to 10 percent
during calendar year 2009. Equally important, the num-
ber of employees deemed eligible to telework increased
by nearly 50 percent from 2011 to 2012. However, there
is still more work to be done in breaking down barriers to
the effective use of telework.

Closing Skills Gaps in the Workforce

The demands of the workplace necessitate new and ag-
ile skill sets in the Federal workforce. OPM’s mission is to
ensure that the Federal Government recruits, retains, and
honors the talent agencies require to serve the American
people. In 2011, OPM partnered with the Chief Human
Capital Officers (CHCO) Council to take on the challenge
of closing skills gaps across the Government. This initia-
tive was launched in response to the President’s 2012-2013
CAP Goal to close skills gaps, as well as GAO’s designa-
tion of human capital as a Government-wide high risk
area. The Department of Defense joined OPM in chairing
an inter-agency workgroup that designed a sustainable
strategic workforce planning method to identify and close
skills gaps in mission-critical occupations. Based on rigor-
ous data analysis, the workgroup identified the following
mission-critical occupations: IT-Cybersecurity Specialists,
Acquisition Specialists, Economists, Human Resources
Specialists, and Auditors. In addition, the workgroup
identified STEM (science, technology, engineering, and
mathematics) as a sixth functional area covering multiple
occupations which requires sustained strategic attention
across Government. In 2015, the workgroup is expanding
its work to more broadly involve subject matter experts
and examine more series.

To close skills gaps in these areas, OPM designated
sub-goal leaders from agencies whose missions critically
depend on these occupations. Together with these sub-
goal leaders, OPM is developing and executing strategies
to close skills gaps in these occupations. The sub-goal
leaders meet quarterly with the OPM Director to apprise
her of their progress, by providing updated metrics that
will be reported on Performance.gov.

OPM will continue to work with these occupations’
leaders to close skill gaps. In Cybersecurity, OPM has
completed a major initiative to populate the EHRI da-
tabase with a Cybersecurity data code that designates
which Federal positions work in the Cybersecurity func-

tion, and in which specialty area. In FY 2014, all agencies
met their targets to add a Cybersecurity identifier to all
relevant positions. In FY 2015, OPM is validating and
analyzing the data to identify tools that can be applied to
workforce planning for this occupation, which poses high
risk to the Federal government if the positions are not
filled. In the STEM functional area, a specific Pathways
Program was developed for attracting STEM applicants
for the Presidential Management Fellows opportunity. The
PMF-STEM Pathways track was piloted during FY 2014.
The Acquisition area has begun to increase efficiencies in
training, development, and management of the workforce
by requiring civilian agency use of an integrated acquisi-
tion career management system. Interagency workgroups
are exploring possible pilots to test special hiring and
compensation authorities for several occupations, includ-
ing Economist, STEM, and Cybersecurity roles. OPM is
assisting the Auditor occupational area in studying what
changes are needed to the classification and qualification
requirements to increase the talent brought into that
workforce.

Individual agencies are also identifying and targeting
critical skills gaps as a priority, and are piloting innovative
approaches to competency gap closure. OPM is helping
agencies share promising practices and lessons learned
from these pilot projects, and will drive replication of best
practices upon completion of the pilots.

Successful skills gap closure is particularly dependent
on a strong HR workforce that can provide strategies,
programs, and tools that help occupational leaders design
and implement skills gaps closure efforts. For this rea-
son, OPM has been focusing heavily on this workforce and
designated HR Skills Gaps as an Agency Priority Goal.
One of the ways OPM is addressing skills gaps among
human resources professionals is through HR University.
Developed in 2011 by the CHCO Council, HR University
provides an excellent foundation for human resources
professionals to receive training to help them become
more effective. HR University is a source of centralized
training that takes courses and resources Federal agen-
cies have already developed and provides a platform for
cross-agency sharing. HR University realizes savings
through the sharing of resources (agencies no longer need
to independently develop courses that already exist) and
economies of scale. In addition, HR University ensures
that courses meet OPM’s high standards by vetting each
course through a very rigorous quality review.

In partnership with the CHCO Council, OPM will con-
tinue to expand HR University’s offerings. This effort may
include more partnerships with colleges and universities,
development of HR certifications, accreditation of courses,
greater use of social media, website enhancements, and
more courses on key topics that will close identified skill
and competency gaps in the human resources field. OPM
registered 77 percent of the human resources workforce
onto HR University by September 30, 2014. In FY 2015,
OPM will continue to engage with agencies to register ad-
ditional HR specialists and to identify additional courses
that can be added to the site.
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Developing an Agile Workforce

To maximize effectiveness and potential, the Federal
Government must continue to prepare its talent for chal-
lenges on the horizon. New cost-effective programs are
being implemented to develop current employees, foster
collaboration with innovators from the private sector, and
enhance institutional knowledge transfer. For example,
OPM has implemented a phased retirement program
that provides employees who once had a financial incen-
tive to retire fully, to work part time while mentoring and
training new employees. Agencies are currently devel-
oping policies to fully implement Phased Retirement to
maximize the benefits. These efforts are essential for de-
veloping a nimble, efficient 21st Century workforce that
can help ensure agencies achieve their important mis-
sions under a tightening fiscal climate.

Informing Our Work with a
Diversity of Experiences

A rich diversity of experiences and talents inform the
abilities of federal applicants and everyday work of fed-
eral employees. Opportunities exist both in employee
hiring and throughout employment experiences to lever-
age this diversity. In recent years, OPM has been focusing
on improving the way agencies use federal applicant and
applicant flow data to improve the hiring process. OPM
continues to increase the accessibility and use of this
data by hiring managers, so they can determine whether
outreach, recruitment, and hiring strategies have been
successful in attracting and retaining a workforce that
reflects the diversity of our country and the many talents
of its people.

Leveraging the diversity of our workforce also requires
that we measure and improve the extent to which diver-
sity and inclusion are supported in work units. To that
end, and mirroring the aforementioned efforts to measure
and target improvements in employee engagement, OPM
developed a 20-question index of the EVS called the New
Inclusion Quotient (New 1Q) that represents each work
unit’s inclusive intelligence and is providing feedback to
executive leadership, program managers, and supervisors
on how well work units are leveraging the unique experi-
ences, perspectives, and viewpoints of their employees to
improve program delivery.

Importantly, the Budget recognizes that increased
availability of this data is not sufficient. Fostering inclu-
sive work environments and realizing the full potential
of our workforce’s diversity requires agencies to employ
effective management practices. OPM’s change manage-
ment tools supplement the inclusion index. The index and
tools, referred to jointly as the New Inclusion Quotient
Plus, arm agencies with instruments and practices nec-
essary to support diversity and inclusion more fully. In
addition, OPM will continue to promote proven practices
in using all workforce data to inform everyday support for
diversity and inclusion in the workplace.

Strengthening Labor-Management Relations

In early FY 2015, OPM released a report on “Labor
Management Relations in the Executive Branch,” de-
scribing how labor-management relations are structured
and how they operate in the Federal Government. This
report detailed examples of the benefits that can result
from strengthening labor-management relationships.
Specifically, improving labor-management relations fa-
cilitates opportunities for agencies to improve their
performance.

The Administration continues to fulfill the robust
vision laid out in Executive Order 13522, Creating Labor-
Management Forums to Improve Delivery of Government
Services. Issued in 2009, this Executive Order created a
National Council, which meets regularly to coordinate
Government-wide efforts, and a multitude of labor-
management forums around government where agency
management and union representatives work collabora-
tively to improve service delivery to the public. In 2015,
Labor-Management Forums will continue to use metrics
to track progress.

At the Council’s meetings, representatives from both
management and labor regularly provide details about
their efforts to improve performance and productivity at
their agencies by working together. Recently, the Council
heard from participants in the U.S. Department of Justice,
Bureau of Prisons and the American Federation of
Government Employees, Council of Prison Locals, C-33’s
labor-management forum. These presenters credited im-
provements in their labor-management relationship with
the issuance of new policies developed in collaboration and
which would enhance the safety of employees throughout
the agency. The Council also heard from participants in
the forum between the Department of Treasury, Bureau
of Engraving and Printing, and its Joint Labor Council,
which represents 15 different labor organizations. This
group has engaged in pre-decisional involvement, consis-
tent with Executive Order 13522, and has used it to foster
employee engagement. As a result of these efforts, their
agency’s standing in the Partnership for Public Service’s
Best Places to Work in the Federal Government rankings
improved from #219 in 2010 to #47 in 2013.

The Council will continue to seek ways to spread these
and other labor-management successes to other agen-
cies in 2015 and 2016. One method employed by the
Council has been to develop training and guidance to as-
sist forums with successfully engaging in pre-decisional
involvement and with using metrics to track their activi-
ties. More work in these areas is anticipated for 2015
and 2016. The Council has also partnered with the Chief
Human Capital Officers (CHCO) Council to explore the
relationship between effective labor-management rela-
tions and employee engagement, and to assist agencies
with enhancing both areas. The Council will continue
working to ensure that additional labor-management fo-
rums transition into effective partnerships with a focus
on improving the productivity and effectiveness of the
Federal Government.
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Honoring a World-Class Workforce

Federal Employees make a difference every single day
in the lives of millions of people across the country and
around the world. President Obama closed his December
2014 address to the Senior Leadership corps thanking

them and stating:

sure that somebody who didn’t have health care
now has it, and as a consequence, are able to catch
that disease before it kills them; to make sure that
some child somewhere that doesn’t have much of a
chance suddenly gets that chance, and their whole
world, their whole life suddenly unfolds differ-
ently because of what you did. What an incredible
privilege that is. What better way to spend your

“Knowing that when you wake up every day, you
have the chance to maybe make sure that some-
body who didn’t have a job last week has a job; to
make sure that somebody who is driving to work
gets there safely because the road is safe; to make

careers than what you do right now. I want you to
wake up every day knowing that the President of
the United States appreciates you for making that
difference.”

Table 8-3. TOTAL FEDERAL EMPLOYMENT

(As measured by Full-Time Equivalents)

2015 2016 Change: 2015 to 2016
Description
2014 Actual Estimate Estimate FTE Percent
Executive Branch Civilian:
All Agencies, EXcept POStal SEIVICE .........ourviivirieirineieieiisiesiseesseeseeeens 2,033,394 2,105,847 2,140,290 34,443 1.6%
POSIAl SEIVICE T ...ovvvveervesrssrss sttt st ssnssssnsssens 569,513 569,201 559,740 -9,461 -1.7%
Subtotal, Executive Branch Civilian ... 2,602,907 2,675,048 2,700,030 24,982 0.9%
Executive Branch Uniformed Military:
Department of DEfENSE? ........ocvvueeeeveeieeerieseeesssseeessseseseesssesessssssssssssssenessees 1,411,373 1,364,837 1,343,401 -21,436 -1.6%
Department of Homeland Security (USCG) ... 40,557 41,851 41,576 -275 -0.7%
Commissioned Corps (DOC, EPA, HHS) ..o 7,128 7,236 7,231 -5 —0.1%
Subtotal, Uniformed MIlItary ..........c.ocoererernimneinrneeseesesesseeeens 1,459,058 1,413,924 1,392,208 -21,716 -1.5%
Subtotal, EXeCUtiVE Branch ..........ccoecvcuceneiescsssssssses s 4,061,965 4,088,972 4,092,238 3,266 0.1%
Legislative BranCh® .........cccc..uoeeevveeesiees s ssssssssssss s 29,674 33,839 33,448 -391 -1.2%
JUAICIAl BIANCH ..ottt nrnn 32,072 33,158 33,313 155 0.5%
Grand total 4,123,711 4,155,969 4,158,999 3,030 0.1%

"Includes Postal Rate Commission.

2|ncludes activated Guard and Reserve members on active duty. Does not include Full-Time Support (Active Guard & Reserve (AGRs))

3 FTE data not available for the Senate (positions filled were used).
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Table 8-4. PERSONNEL COMPENSATION AND BENEFITS

(In millions of dollars)

Change: 2015 to 2016

Description
2014 Actual 2015 Estimate 2016 Estimate Dollars Percent
Civilian Personnel Costs:
Executive Branch (excluding Postal Service):
Direct COMPENSALION .........cvurerreeirerireirreeeeeeesesiseenies 177,668 185,155 191,641 6,486 3.5%
Personnel Benefits 75,355 81,318 84,350 3,032 3.7%
Subtotal 253,023 266,473 275,991 9,518 3.6%
Postal Service:
Direct compensation 35,365 35,639 35,248 -391 -1.1%
Personnel benefits 19,147 19,527 20,142 615 3.1%
SUBLOtAL ..o 54,512 55,166 55,390 224 0.4%
Legislative Branch: !
Direct COMPENSALION ..o 2,004 2,089 2,147 58 2.8%
Personnel benefits 619 658 679 21 3.2%
Subtotal 2,623 2,747 2,826 79 2.9%
Judicial Branch:
Direct compensation ... 3,012 3,382 3,510 128 3.8%
Personnel benefits 1,046 1,111 1,187 76 6.8%
SUDLOtAL ..o s 4,058 4,493 4,697 204 4.5%
Total, Civilian Personnel COStS .........cccovvvererceeiesieereeeisienes 314,216 328,879 338,904 10,025 3.0%
Military personnel costs:
Department of Defense
Direct COMPENSAtioN ..o 98,517 96,593 97,349 756 0.8%
Personnel benefits ... 46,322 44,521 44,985 464 1.0%
SUBLOtAL ..o 144,839 141,114 142,334 1,220 0.9%
All other executive branch, uniformed personnel:
Direct compensation 3,305 3,218 3,254 36 1.1%
Personnel benefits 717 676 671 -5 -0.7%
SUBLOtAL ..o 4,022 3,894 3,925 31 0.8%
Total, Military Personnel COStS 2 ..........ooovvvrrvveremeressnsessssnenns 148,861 145,008 146,259 1,251 0.9%
Grand total, personnel costs 463,077 473,887 485,163 11,276 2.4%
ADDENDUM
Former Civilian Personnel:
Retired pay for former personnel
Government payment for ANNUIANES: .......c.cooeeveriercincerninenns 81,606 83,432 85,772 2,340 2.8%
Employee health benefits 11,359 11,958 12,659 701 5.9%
Employee life insurance 45 48 50 2 4.2%
Former Military personnel:
Retired pay for former personnel ... 55,451 56,444 57,789 1,345 2.4%
Military annuitants health benefits ... 9,294 9,618 9,983 365 3.8%

' Excludes members and officers of the Senate.

2 Amounts in this table for military compensation reflect direct pay and benefits for all service members, including active duty, guard, and reserve members.






9. BUDGET CONCEPTS

The budget system of the United States Government
provides the means for the President and the Congress
to decide how much money to spend, what to spend it
on, and how to raise the money they have decided to
spend. Through the budget system, they determine the
allocation of resources among the agencies of the Federal
Government and between the Federal Government and
the private sector. The budget system focuses primar-
ily on dollars, but it also allocates other resources, such
as Federal employment. The decisions made in the bud-
get process affect the Nation as a whole, State and local
governments, and individual Americans. Many budget
decisions have worldwide significance. The Congress and
the President enact budget decisions into law. The budget
system ensures that these laws are carried out.

This chapter provides an overview of the budget system
and explains some of the more important budget concepts.
It includes summary dollar amounts to illustrate major
concepts. Other chapters of the budget documents discuss

these amounts and more detailed amounts in greater
depth.

The following section discusses the budget process,
covering formulation of the President’s Budget, action
by the Congress, and execution of enacted budget laws.
The next section provides information on budget cover-
age, including a discussion of on-budget and off-budget
amounts, functional classification, presentation of budget
data, types of funds, and full-cost budgeting. Subsequent
sections discuss the concepts of receipts and collections,
budget authority, and outlays. These sections are followed
by discussions of Federal credit; surpluses, deficits, and
means of financing; Federal employment; and the basis
for the budget figures. A glossary of budget terms appears
at the end of the chapter.

Various laws, enacted to carry out requirements of the
Constitution, govern the budget system. The chapter re-
fers to the principal ones by title throughout the text and
gives complete citations in the section just preceding the
glossary.

THE BUDGET PROCESS

The budget process has three main phases, each of
which is related to the others:

1. Formulation of the President’s Budget;
2. Action by the Congress; and

3. Execution of enacted budget laws.

Formulation of the President’s Budget

The Budget of the United States Government consists
of several volumes that set forth the President’s fiscal
policy goals and priorities for the allocation of resources
by the Government. The primary focus of the Budget is
on the budget year—the next fiscal year for which the
Congress needs to make appropriations, in this case 2016.
(Fiscal year 2016 will begin on October 1, 2015, and end
on September 30, 2016.) The Budget also covers the nine
years following the budget year in order to reflect the effect
of budget decisions over the longer term. It includes the
funding levels provided for the current year, in this case
2015, which allows the reader to compare the President’s
Budget proposals with the most recently enacted levels.
The Budget also includes data on the most recently com-
pleted fiscal year, in this case 2014, so that the reader can
compare budget estimates to actual accounting data.

In a normal year, the President begins the process of
formulating the budget by establishing general budget

and fiscal policy guidelines, usually by the spring of each
year, at least nine months before the President transmits
the budget to the Congress and at least 18 months before
the fiscal year begins. (See the “Budget Calendar” later
in this chapter.) Based on these guidelines, the Office of
Management and Budget (OMB) works with the Federal
agencies to establish specific policy directions and plan-
ning levels, both for the budget year and for at least the
following four years, and in this case, the following nine
years, to guide the preparation of their budget requests.
During the formulation of the budget, the President,
the Director of OMB, and other officials in the Executive
Office of the President continually exchange information,
proposals, and evaluations bearing on policy decisions
with the Secretaries of the departments and the heads
of the other Government agencies. Decisions reflected in
previously enacted budgets, including the one for the fis-
cal year in progress, reactions to the last proposed budget
(which the Congress is considering at the same time the
process of preparing the forthcoming budget begins), and
evaluations of program performance all influence deci-
sions concerning the forthcoming budget, as do projections
of the economic outlook, prepared jointly by the Council of
Economic Advisers, OMB, and the Treasury Department.
In early fall, agencies submit their budget requests to
OMB, where analysts review them and identify issues
that OMB officials need to discuss with the agencies.
OMB and the agencies resolve many issues themselves.
Others require the involvement of White House policy of-
ficials and the President. This decision-making process

91
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is usually completed by late December. At that time, the
final stage of developing detailed budget data and the
preparation of the budget documents begins.

The decision-makers must consider the effects of eco-
nomic and technical assumptions on the budget estimates.
Interest rates, economic growth, the rate of inflation, the
unemployment rate, and the number of people eligible
for various benefit programs, among other factors, affect
Government spending and receipts. Small changes in
these assumptions can alter budget estimates by many
billions of dollars. (Chapter 2, “Economic Assumptions
and Interactions with the Budget,” provides more infor-
mation on this subject.)

Thus, the budget formulation process involves the
simultaneous consideration of the resource needs of in-
dividual programs, the allocation of resources among the
agencies and functions of the Federal Government, and
the total outlays and receipts that are appropriate in light
of current and prospective economic conditions.

The law governing the President’s budget requires its
transmittal to the Congress on or after the first Monday in
January but not later than the first Monday in February
of each year for the following fiscal year, which begins on
October 1. The budget is routinely sent to the Congress on
the first Monday in February, giving the Congress eight
months to act on the budget before the fiscal year begins.

Congressional Action!

The Congress considers the President’s budget pro-
posals and approves, modifies, or disapproves them. It
can change funding levels, eliminate programs, or add
programs not requested by the President. It can add or
eliminate taxes and other sources of receipts or make
other changes that affect the amount of receipts collected.

The Congress does not enact a budget as such. Through
the process of adopting a planning document called a bud-
get resolution (described below), the Congress agrees on
targets for total spending and receipts, the size of the defi-
cit or surplus, and the debt limit. The budget resolution
provides the framework within which individual congres-
sional committees prepare appropriations bills and other
spending and receipts legislation. The Congress provides
spending authority—funding—for specified purposes in
appropriations acts each year. It also enacts changes each
year in other laws that affect spending and receipts. Both
appropriations acts and these other laws are discussed in
the following paragraphs.

In making appropriations, the Congress does not vote
on the level of outlays (spending) directly, but rather on
budget authority, or funding, which is the authority pro-
vided by law to incur financial obligations that will result
in outlays. In a separate process, prior to making appro-
priations, the Congress usually enacts legislation that
authorizes an agency to carry out particular programs,
authorizes the appropriation of funds to carry out those

1 For a fuller discussion of the congressional budget process, see Bill
Heniff Jr., Introduction to the Federal Budget Process (Congressional
Research Service Report 98-721), and Robert Keith and Allen Schick,
Manual on the Federal Budget Process (Congressional Research Service
Report 98-720, archived).

programs, and, in some cases, limits the amount that
can be appropriated for the programs. Some authorizing
legislation expires after one year, some expires after a
specified number of years, and some is permanent. The
Congress may enact appropriations for a program even
though there is no specific authorization for it or its au-
thorization has expired.

The Congress begins its work on its budget resolution
shortly after it receives the President’s budget. Under
the procedures established by the Congressional Budget
Act of 1974, the Congress decides on budget targets be-
fore commencing action on individual appropriations.
The Act requires each standing committee of the House
and Senate to recommend budget levels and report leg-
islative plans concerning matters within the committee’s
jurisdiction to the Budget Committee in each body. The
House and Senate Budget Committees then each design
and report, and each body then considers, a concurrent
resolution on the budget—a congressional budget plan,
or budget resolution. The budget resolution sets targets
for total receipts and for budget authority and outlays,
both in total and by functional category (see “Functional
Classification” later in this chapter). It also sets targets
for the budget deficit or surplus and for Federal debt sub-
ject to statutory limit.

The congressional timetable calls for the House and
Senate to resolve differences between their respective
versions of the congressional budget resolution and adopt
a single budget resolution by April 15 of each year.

In the report on the budget resolution, the Budget
Committees allocate the total on-budget budget au-
thority and outlays set forth in the resolution to the
Appropriations Committees and the other committees
that have jurisdiction over spending. (See “Coverage of
the Budget,” later in this chapter, for more information
on on-budget and off-budget amounts.) Now that the BCA
has set statutory limits on discretionary budget author-
ity, as discussed below, the budget resolution allocation
to the Appropriations Committees will equal those lim-
its. Once the Congress resolves differences between the
House and Senate and agrees on a budget resolution,
the Appropriations Committees are required to divide
their allocations of budget authority and outlays among
their subcommittees. There are procedural hurdles
associated with considering appropriations bills (“discre-
tionary” spending) that would breach or further breach an
Appropriations subcommittee’s target. Similar procedural
hurdles exist for considering legislation that would cause
the overall spending target for any such committee to be
breached or further breached. The Budget Committees’
reports may discuss assumptions about the level of fund-
ing for major programs. While these assumptions do not
bind the other committees and subcommittees, they may
influence their decisions.

The budget resolution may also contain “reconciliation
directives” (discussed below) to the committees respon-
sible for tax laws and for mandatory spending—programs
not controlled by annual appropriation acts—in order to
conform the level of receipts and this type of spending to
the targets in the budget resolution.
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Since the concurrent resolution on the budget is not a
law, it does not require the President’s approval. However,
the Congress considers the President’s views in prepar-
ing budget resolutions, because legislation developed to
meet congressional budget allocations does require the
President’s approval. In some years, the President and
the joint leadership of Congress have formally agreed on
plans to reduce the deficit or balance the budget. These
agreements were then reflected in the budget resolution
and legislation passed for those years.

Once the Congress approves the budget resolution, it
turns its attention to enacting appropriations bills and
authorizing legislation. Appropriations bills are initiated
in the House. They provide the budgetary resources for
the majority of Federal programs, but only a minority of
Federal spending. The Appropriations Committee in each
body has jurisdiction over annual appropriations. These
committees are divided into subcommittees that hold
hearings and review detailed budget justification materi-
als prepared by the Executive Branch agencies within the
subcommittee’s jurisdiction. After a bill has been draft-
ed by a subcommittee, the full committee and the whole
House, in turn, must approve the bill, sometimes with
amendments to the original version. The House then
forwards the bill to the Senate, where a similar review
follows. If the Senate disagrees with the House on par-
ticular matters in the bill, which is often the case, the two
bodies form a conference committee (consisting of some
Members of each body) to resolve the differences. The con-
ference committee revises the bill and returns it to both
bodies for approval. When the revised bill is agreed to,
first in the House and then in the Senate, the Congress
sends it to the President for approval or veto.

Since 1977, when the start of the fiscal year was estab-
lished as October 1, there have been only three fiscal years
(1989, 1995, and 1997) for which the Congress agreed to
and enacted every regular appropriations bill by that
date. When one or more appropriations bills has not been
agreed to by this date, Congress usually enacts a joint
resolution called a “continuing resolution,” (CR) which is
an interim or stop-gap appropriations bill that provides
authority for the affected agencies to continue operations
at some specified level until a specific date or until the

regular appropriations are enacted. Occasionally, a CR
has funded a portion or all of the Government for the en-
tire year.

The Congress must present these CRs to the President
for approval or veto. In some cases, Presidents have reject-
ed CRs because they contained unacceptable provisions.
Left without funds, Government agencies were required
by law to shut down operations—with exceptions for some
limited activities—until the Congress passed a CR the
President would approve. Shutdowns have lasted for pe-
riods of a day to several weeks.

The Congress also provides budget authority in laws
other than appropriations acts. In fact, while annual ap-
propriations acts fund the majority of Federal programs,
they account for only about a third of the total spend-
ing in a typical year. Authorizing legislation controls the
rest of the spending, which is commonly called “manda-
tory spending.” A distinctive feature of these authorizing
laws is that they provide agencies with the authority or
requirement to spend money without first requiring the
Appropriations Committees to enact funding. This cat-
egory of spending includes interest the Government pays
on the public debt and the spending of several major
programs, such as Social Security, Medicare, Medicaid, un-
employment insurance, and Federal employee retirement.
This chapter discusses the control of budget authority and
outlays in greater detail under “Budget Authority and
Other Budgetary Resources, Obligations, and Outlays.”
Almost all taxes and most other receipts also result from
authorizing laws. Article I, Section 7, of the Constitution
provides that all bills for raising revenue shall originate
in the House of Representatives. In the House, the Ways
and Means Committee initiates tax bills; in the Senate,
the Finance Committee has jurisdiction over tax laws.

The budget resolution often includes reconciliation
directives, which require authorizing committees to
recommend changes in laws that affect receipts or man-
datory spending. They direct each designated committee
to report amendments to the laws under the committee’s
jurisdiction that would achieve changes in the levels of
receipts or reductions in mandatory spending controlled
by those laws. These directives specify the dollar amount
of changes that each designated committee is expected to

BUDGET CALENDAR

The following timetable highlights the scheduled dates for significant budget events during a normal budget year:

Between the 1st Monday in January and
the 1st Monday in February........c...cccc.....

Six weeks later..........cocoveeeeiiiicciiieeciieee,

APTIL 15 s

President transmits the budget
Congressional committees report budget estimates to Budget Committees

Action to be completed on congressional budget resolution

House consideration of annual appropriations bills may begin even if the budget resolution has

not been agreed to.

Fiscal year begins

House Appropriations Committee to report the last of its annual appropriations bills.
Action to be completed on “reconciliation bill” by the Congress.
Action on appropriations to be completed by House

President transmits Mid-Session Review of the Budget
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achieve, but do not specify which laws are to be changed or
the changes to be made. However, the Budget Committees’
reports on the budget resolution frequently discuss as-
sumptions about how the laws would be changed. Like
other assumptions in the report, they do not bind the com-
mittees of jurisdiction but may influence their decisions.
A reconciliation instruction may also specify the total
amount by which the statutory limit on the public debt is
to be changed.

The committees subject to reconciliation directives
draft the implementing legislation. Such legislation may,
for example, change the tax code, revise benefit formulas
or eligibility requirements for benefit programs, or autho-
rize Government agencies to charge fees to cover some
of their costs. Reconciliation bills are typically omnibus
legislation, combining the legislation submitted by each
reconciled committee in a single act.

Such a large and complicated bill would be difficult
to enact under normal legislative procedures because it
usually involves changes to tax rates or to popular so-
cial programs, generally to reduce projected deficits. The
Senate considers such omnibus reconciliation acts under
expedited procedures that limit total debate on the bill.
To offset the procedural advantage gained by expedited
procedures, the Senate places significant restrictions on
the substantive content of the reconciliation measure
itself, as well as on amendments to the measure. Any
material in the bill that is extraneous or that contains
changes to the Federal Old-Age and Survivors Insurance
and the Federal Disability Insurance programs is not in
order under the Senate’s expedited reconciliation proce-
dures. Non-germane amendments are also prohibited. In
addition, the Senate does not allow reconciliation bills as
a whole to increase projected deficits or reduce project-
ed surpluses. This Senate prohibition complements the
Statutory Pay-As-You-Go Act of 2010, discussed below.
The House does not allow reconciliation bills to increase
mandatory spending in net, but does allow such bills to
increase deficits by reducing revenues.

Reconciliation acts, together with appropriations acts
for the year, are usually used to implement broad agree-
ments between the President and the Congress on those
occasions where the two branches have negotiated a
comprehensive budget plan. Reconciliation acts have
sometimes included other matters, such as laws providing
the means for enforcing these agreements, as described
under “Budget Enforcement.”

Budget Enforcement

The Federal Government uses three primary enforce-
ment mechanisms to control revenues, spending, and
deficits. The Statutory Pay-As-You-Go Act of 2010, en-
acted on February 12, 2010, reestablished a statutory
procedure to enforce a rule of deficit neutrality on new
revenue and mandatory spending legislation. The Budget
Control Act of 2011 (BCA), enacted on August 2, 2011,
amended the Balanced Budget and Emergency Deficit
Control Act of 1985 (BBEDCA) by reinstating limits
(“caps”) on the amount of discretionary budget authority

that can be provided through the annual appropriations
process. The BCA also created a Joint Select Committee
on Deficit Reduction that was instructed to develop a bill
to reduce the Federal deficit by at least $1.5 trillion over
a 10-year period and imposed automatic spending cuts to
achieve $1.2 trillion of deficit reduction over 9 years after
the Joint Committee process failed to achieve its deficit
reduction goal.

BBEDCA divides spending into two types—discre-
tionary spending and direct or mandatory spending.
Discretionary spending is controlled through annual
appropriations acts. Funding for salaries and other op-
erating expenses of government agencies, for example,
is generally discretionary because it is usually provided
by appropriations acts. Direct spending is more common-
ly called mandatory spending. Mandatory spending is
controlled by permanent laws. Medicare and Medicaid
payments, unemployment insurance benefits, and farm
price supports are examples of mandatory spending,
because permanent laws authorize payments for those
purposes. Receipts are included under the same statutory
enforcement rules that apply to mandatory spending be-
cause permanent laws generally control receipts.

Discretionary cap enforcement. BBEDCA specifies
spending limits (“caps”) on discretionary budget authority
for 2012 through 2021. Similar enforcement mechanisms
were established by the Budget Enforcement Act of 1990
and were extended in 1993 and 1997, but expired at the
end of 2002. The caps originally established by the BCA
were divided between security and nonsecurity categories
for 2012 and 2013, with a single cap for all discretionary
spending established for 2014 through 2021. The security
category included discretionary budget authority for the
Departments of Defense, Homeland Security, and Veterans
Affairs, the National Nuclear Security Administration,
the Intelligence Community Management account, and
all budget accounts in the international affairs budget
function (budget function 150). The nonsecurity category
includes all discretionary budget authority not includ-
ed in the security category. As part of the enforcement
mechanisms triggered by the failure of the BCA’s Joint
Committee process, the security and nonsecurity catego-
ries were redefined and established for all years through
2021. The “revised security category” included discretion-
ary budget authority in the defense budget function 050,
which primarily consists of the Department of Defense.
The “revised nonsecurity category” includes all discretion-
ary budget authority not included in the defense budget
function 050. The redefined categories are commonly re-
ferred to as the “defense” and “non-defense” categories,
respectively, to distinguish them from the original catego-
ries. The American Taxpayer Relief Act of 2012 (ATRA)
restored the caps for 2013 to the original security and
nonsecurity definitions, but reduced the levels provided
in the BCA by $4 billion in 2013 (split equally between
the security and nonsecurity categories) and $8 billion in
2014 (split equally between the defense and non-defense
categories). The Bipartisan Budget Act of 2013 (BBA) set
new discretionary caps for 2014 at $520.5 billion for the
defense category and $491.8 billion for the non-defense



9. BUDGET CONCEPTS

95

category and for 2015 at $521.3 billion for the defense cat-
egory and $492.4 billion for the non-defense category. In
addition, the BBA reaffirmed the defense and non-defense
category limits for 2016 through 2021, although these
limits are still subject to Joint Committee reductions if
those procedures remain in place.

BBEDCA requires OMB to adjust the caps each year
for: changes in concepts and definitions; appropriations
designated by the Congress and the President as emer-
gency requirements; and appropriations designated by
the Congress and the President for Overseas Contingency
Operations/Global War on Terrorism. BBEDCA also spec-
ifies cap adjustments (which are limited to fixed amounts)
for: appropriations for continuing disability reviews and
redeterminations by the Social Security Administration;
the health care fraud and abuse control program at the
Department of Health and Human Services; and appro-
priations designated by Congress as being for disaster
relief.

BBEDCA requires OMB to provide cost estimates of
each appropriations act in a report to the Congress within
7 business days after enactment of such act and to pub-
lish three discretionary sequestration reports: a “preview”
report when the President submits the budget; an “up-
date” report in August, and a “final” report within 15 days
after the end of a session of the Congress.

The preview report explains the adjustments that are
required by law to the discretionary caps, including any
changes in concepts and definitions, and publishes the
revised caps. The preview report may also provide a sum-
mary of policy changes, if any, proposed by the President
in the Budget to those caps. The update and final reports
revise the preview report estimates to reflect the effects of
newly enacted discretionary laws. In addition, the update
report must contain a preview estimate of the adjustment
for disaster funding for the upcoming fiscal year.

If OMB’s final sequestration report for a given fiscal
year indicates that the amount of discretionary budget
authority provided in appropriations acts for that year ex-
ceeds the cap for that category in that year, the President
must issue a sequestration order canceling budgetary re-
sources in nonexempt accounts within that category by
the amount necessary to eliminate the breach. Under se-
questration, each nonexempt account within a category is
reduced by a dollar amount calculated by multiplying the
enacted level of sequestrable budgetary resources in that
account by the uniform percentage necessary to eliminate
a breach within that category. BBEDCA specifies spe-
cial rules for reducing some programs and exempts some
programs from sequestration entirely. For example, any
sequestration of certain health and medical care accounts
is limited to 2 percent. Also, if a continuing resolution is
in effect when OMB issues its final sequestration report,
the sequestration calculations will be based on the an-
nualized amount provided by that continuing resolution.
During the 1990s and so far under the BCA caps, the
threat of sequestration proved sufficient to ensure com-
pliance with the discretionary spending limits. In that
respect, discretionary sequestration can be viewed first as
an incentive for compliance and second as a remedy for

noncompliance. This is also true for mandatory sequestra-
tion under PAYGO, as discussed below.

Supplemental appropriations can also trigger spend-
ing reductions. From the end of a session of the Congress
through the following June 30th, a within-session discre-
tionary sequestration of current-year spending is imposed
if appropriations for the current year cause a cap to be
breached. In contrast, if supplemental appropriations
enacted in the last quarter of a fiscal year (i.e., July 1
through September 30) cause the caps to be breached, the
required reduction is instead achieved by reducing the
applicable spending limit for the following fiscal year by
the amount of the breach, because the size of the potential
sequestration in relation to the unused funding remain-
ing for the current year could severely disrupt agencies’
operations.

Direct spending enforcement. The Statutory Pay-
As-You-Go Act of 2010 requires that new legislation
changing mandatory spending or revenue must be enact-
ed on a “pay-as-you-go” (PAYGO) basis; that is, that the
cumulative effects of such legislation must not increase
projected on-budget deficits. Unlike the budget enforce-
ment mechanism for discretionary programs, PAYGO is a
permanent requirement, and it does not impose a cap on
spending or a floor on revenues. Instead, PAYGO requires
that legislation reducing revenues must be fully offset
by cuts in mandatory programs or by revenue increases,
and that any bills increasing mandatory spending must
be fully offset by revenue increases or cuts in mandatory
spending.

This requirement of deficit neutrality is not enforced
on a bill-by-bill basis, but is based on two cumulative
scorecards that tally the cumulative budgetary effects
of PAYGO legislation as averaged over rolling 5- and 10-
year periods starting with the budget year. Any impacts of
PAYGO legislation on the current year deficit are counted
as budget year impacts when placed on the scorecard.
Like the discretionary caps, PAYGO is enforced by seques-
tration. Within 14 business days after a congressional
session ends, OMB issues an annual PAYGO report and
determines whether a violation of the PAYGO require-
ment has occurred. If either the 5- or 10-year scorecard
shows net costs in the budget year column, the President
is required to issue a sequestration order implementing
across-the-board cuts to nonexempt mandatory pro-
grams by an amount sufficient to offset those net costs.
The PAYGO effects of legislation may be directed in
legislation by reference to statements inserted into the
Congressional Record by the chairmen of the House and
Senate Budget Committees. Any such estimates are de-
termined by the Budget Committees and are informed by,
but not required to match, the cost estimates prepared by
the Congressional Budget Office (CBO). If this procedure
is not followed, then the PAYGO effects of the legislation
are determined by OMB. During the first year of statu-
tory PAYGO, nearly half the bills included Congressional
estimates. In the subsequent three years, OMB estimates
were used for all but one of the enacted bills due to the
absence of a Congressional estimate. Provisions of manda-
tory spending or receipts legislation that are designated
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in that legislation as an emergency requirement are not
scored as PAYGO budgetary effects.

The PAYGO rules apply to the outlays resulting from
outyear changes in mandatory programs made in ap-
propriations acts and to all revenue changes made in
appropriations acts. However, outyear changes to man-
datory programs as part of provisions that have zero net
outlay effects over the sum of the current year and the
next five fiscal years are not considered PAYGO.

The PAYGO rules do not apply to increases in man-
datory spending or decreases in receipts that result
automatically under existing law. For example, mandato-
ry spending for benefit programs, such as unemployment
insurance, rises when the number of beneficiaries rises,
and many benefit payments are automatically increased
for inflation under existing laws. Additional informa-
tion on the Statutory Pay-As-You-Go Act of 2010 can be
found on OMB’s website at www.whitehouse.gov/omb/
paygo_description.

The Senate imposes points of order against consider-
ation of tax or mandatory spending legislation that would
violate the PAYGO principle, although the time periods
covered by the Senate’s rule and the treatment of previ-
ously enacted costs or savings may differ in some respects
from the requirements of the Statutory Pay-As-You-Go
Act of 2010.

The House, in contrast, imposes points of order on leg-
islation increasing mandatory spending in net, whether
or not those costs are offset by revenue increases, but the
House rule does not constrain the size of tax cuts or re-
quire them to be offset.

For the 114th Congress, House rules require the offi-
cial cost estimates of major legislation that are used for
enforcing the budget resolution and other House rules to
incorporate the budgetary effects of changes in economic
output, employment, capital stock and other macroeco-
nomic variables. This is known as dynamic scoring and
involves estimating the impact of policy changes on the
overall economy as well as secondary “feedback” effects.

Joint Committee reductions. The failure of the Joint
Select Committee on Deficit Reduction to propose, and the
Congress to enact, legislation to reduce the deficit by at
least $1.2 trillion triggered automatic reductions to dis-
cretionary and mandatory spending in fiscal years 2013
through 2021. The reductions are implemented through
a combination of sequestration and reductions in the
discretionary caps. These reductions have already taken
place for 2013 through 2015, with some modifications as
provided for in the ATRA and the BBA. Unless Congress
acts, reductions for 2016 onward will be implemented by
pro rata reductions to the discretionary caps, which are
reflected in OMB’s discretionary sequestration preview
report for that year, and by a sequestration of non-ex-
empt mandatory spending, which is ordered when the
President’s Budget is transmitted to Congress and takes
effect beginning October 1 of the upcoming fiscal year.

OMB is required to calculate the amount of the deficit
reduction required for 2016 onward as follows:

® The $1.2 trillion savings target is reduced by 18 per-
cent to account for debt service.

® The resulting net savings of $984 billion is divided
by nine to spread the reductions in equal amounts
across the nine years, 2013 through 2021.

® The annual spending reduction of $109.3 billion is
divided equally between the defense and non-de-
fense functions.

® The annual reduction of $54.7 billion for each func-
tional category of spending is divided proportionally
between discretionary and direct spending programs,
using as the base the discretionary cap, redefined as
outlined in the discretionary cap enforcement sec-
tion above, and the most recent baseline estimate of
non-exempt mandatory outlays.

® The resulting reductions in defense and non-defense
direct spending are implemented through a seques-
tration order released with the President’s Budget
and taking effect the following October 1st. The re-
ductions in discretionary spending are applied as re-
ductions in the discretionary caps, and are enforced
through the discretionary cap enforcement proce-
dures discussed earlier in this section.

Subsequent to the enactment of the BCA, the manda-
tory sequestration provisions were extended beyond 2021
by the BBA, which extended sequestration through 2023,
and PL. 113-82, commonly referred to as the Military
Retired Pay Restoration Act, which extended sequestra-
tion through 2024.2 Sequestration in these three years is
to be applied using the same percentage reductions for
defense and nondefense as calculated for 2021 under the
procedures outlined above.

The Bipartisan Budget Act took an important first step
in moving away from manufactured crises and austerity
budgeting by replacing a portion of the Joint Committee
reductions with sensible long-term reforms, including
a number of reforms proposed in previous President’s
Budgets. However, the BBA did nothing to alleviate Joint
Committee enforcement in 2016 and beyond.

The 2016 Budget builds on the BBA’s progress by pro-
posing increases to the discretionary caps that make room
for a range of domestic and security investments that will
accelerate growth and expand opportunity. These in-
creases are offset by a balanced package of spending cuts,
tax loophole closers, and program integrity measures. The
President will work with the Congress to replace and re-
peal the Joint Committee reductions while putting the
Nation on a sustainable fiscal path.

Budget Execution

Government agencies may not spend or obligate more
than the Congress has appropriated, and they may use

2 Subsequent legislation also specified that, notwithstanding the 2
percent limit on Medicare sequestration in the BCA, in extending se-
questration into 2023 the reduction in the Medicare program should be
2.90 percent for the first half of the sequestration period and 1.11 per-
cent for the second half of the period, and in extending sequestration
into 2024 the reduction in the Medicare program should be 4.0 percent
for the first half of the sequestration period and zero for the second half
of the period.
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funds only for purposes specified in law. The Antideficiency
Act prohibits them from spending or obligating the
Government to spend in advance of an appropriation, un-
less specific authority to do so has been provided in law.
Additionally, the Act requires the President to apportion
the budgetary resources available for most executive
branch agencies. The President has delegated this au-
thority to OMB. Some apportionments are by time periods
(usually by quarter of the fiscal year), some are by proj-
ects or activities, and others are by a combination of both.
Agencies may request OMB to reapportion funds during
the year to accommodate changing circumstances. This
system helps to ensure that funds do not run out before
the end of the fiscal year.

During the budget execution phase, the Government
sometimes finds that it needs more funding than the
Congress has appropriated for the fiscal year because of
unanticipated circumstances. For example, more might
be needed to respond to a severe natural disaster. Under
such circumstances, the Congress may enact a supple-
mental appropriation.

On the other hand, the President may propose to re-
duce a previously enacted appropriation. The President
may propose to either “cancel” or “rescind” the amount.
If the President initiates the withholding of funds while
the Congress considers his request, the amounts are ap-
portioned as “deferred” or “withheld pending rescission”
on the OMB-approved apportionment form. Agencies are
instructed not to withhold funds without the prior ap-
proval of OMB. When OMB approves a withholding, the
Impoundment Control Act requires that the President
transmit a “special message” to the Congress. The his-
torical reason for the special message is to inform the
Congress that the President has unilaterally withheld
funds that were enacted in regular appropriations acts.
The notification allows the Congress to consider the
proposed rescission in a timely way. The last time the
President initiated the withholding of funds was in fiscal
year 2000.

COVERAGE OF THE BUDGET

Federal Government and Budget Totals

The budget documents provide information on all
Federal agencies and programs. However, because the
laws governing Social Security (the Federal Old-Age and
Survivors Insurance and the Federal Disability Insurance
trust funds) and the Postal Service Fund require that
the receipts and outlays for those activities be excluded
from the budget totals and from the calculation of the
deficit or surplus, the budget presents on-budget and off-
budget totals. The off-budget totals include the Federal
transactions excluded by law from the budget totals. The
on-budget and off-budget amounts are added together to
derive the totals for the Federal Government. These are
sometimes referred to as the unified or consolidated bud-
get totals.

It is not always obvious whether a transaction or ac-
tivity should be included in the budget. Where there is
a question, OMB normally follows the recommendation
of the 1967 President’s Commission on Budget Concepts
to be comprehensive of the full range of Federal agencies,
programs, and activities. In recent years, for example, the
budget has included the transactions of the Affordable
Housing Program funds, the Universal Service Fund,
the Public Company Accounting Oversight Board, the
Securities Investor Protection Corporation, Guaranty
Agencies Reserves, the National Railroad Retirement
Investment Trust, the United Mine Workers Combined
Benefits Fund, the Federal Financial Institutions
Examination Council, Electric Reliability Organizations
(EROs) established pursuant to the Energy Policy Act of
2005, and the Corporation for Travel Promotion.

In contrast, the budget excludes tribal trust funds
that are owned by Indian tribes and held and man-
aged by the Government in a fiduciary capacity on

the tribes’ behalf. These funds are not owned by the
Government, the Government is not the source of their
capital, and the Government’s control is limited to the
exercise of fiduciary duties. Similarly, the transactions of
Government-sponsored enterprises, such as the Federal
Home Loan Banks, are not included in the on-budget or
off-budget totals. Federal laws established these enter-
prises for public policy purposes, but they are privately
owned and operated corporations. Nevertheless, because
of their public charters, the budget discusses them and
reports summary financial data in the budget Appendix
and in some detailed tables.

The budget also excludes the revenues from copyright
royalties and spending for subsequent payments to copy-
right holders where (1) the law allows copyright owners
and users to voluntarily set the rate paid for the use of
protected material, and (2) the amount paid by users of
copyrighted material to copyright owners is related to the
frequency or quantity of the material used. The budget
excludes license royalties collected and paid out by the
Copyright Office for the retransmission of network broad-
casts via cable collected under 17 U.S.C. 111 because
these revenues meet both of these conditions. The budget
includes the royalties collected and paid out for license
fees for digital audio recording technology under 17 U.S.C.
1004, since the amount of license fees paid is unrelated to
usage of the material.

The Appendix includes a presentation for the Board
of Governors of the Federal Reserve System for infor-
mation only. The amounts are not included in either the
on-budget or off-budget totals because of the independent
status of the System within the Government. However,
the Federal Reserve System transfers its net earnings to
the Treasury, and the budget records them as receipts.
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Chapter 10 of this volume, “Coverage of the Budget,”
provides more information on this subject.

Functional Classification

Table 9-1. TOTALS FOR THE BUDGET AND
THE FEDERAL GOVERNMENT

(In billions of dollars)

Estimate
2014
Actual 2015 2016
Budget authority

UNIfIEA v esinens 3,619 3,798 4,066
ON-DUAGEL ..o 2,907 3,040 3,262
Off-DUAGEL vvvoevrreeeeeeeieree s 712 758 805

Receipts:

UNIfIEA oot esnsesseeens 3,021 3,176 3,525
On-budget ... 2,286 2,411 2,724
Off-budget ... 736 766 801

Outlays:

UNIfiIed ..o 3,506 3,759 3,999
ON-BUAGEL ..o 2,800 3,006 3,201
OFf-DUAGEL .o 706 753 798

Deficit () / Surplus (+):

UNIfIEA .ot -485 -583 -474
On-budget ... -514 -595 -477
OFf-DUAGEL .o 30 13 3

The functional classification is used to organize bud-
get authority, outlays, and other budget data according
to the major purpose served—such as agriculture, trans-
portation, income security, and national defense. There
are 20 major functions, 17 of which are concerned with
broad areas of national need and are further divided
into subfunctions. For example, the Agriculture function
comprises the subfunctions Farm Income Stabilization
and Agricultural Research and Services. The functional
classification meets the Congressional Budget Act re-
quirement for a presentation in the budget by national
needs and agency missions and programs. The remaining
three functions—Net Interest, Undistributed Offsetting
Receipts, and Allowances—enable the functional classifi-
cation system to cover the entire Federal budget.

The following criteria are used in establishing func-
tional categories and assigning activities to them:

® A function encompasses activities with similar pur-
poses, emphasizing what the Federal Government
seeks to accomplish rather than the means of ac-
complishment, the objects purchased, the clientele
or geographic area served (except in the cases of
functions 450 for Community and Regional Devel-
opment, 570 for Medicare, 650 for Social Security,
and 700 for Veterans Benefits and Services), or the
Federal agency conducting the activity (except in
the case of subfunction 051 in the National Defense
function, which is used only for defense activities

under the Department of Defense—Military).

® A function must be of continuing national impor-
tance, and the amounts attributable to it must be
significant.

® Each basic unit being classified (generally the ap-
propriation or fund account) usually is classified ac-
cording to its primary purpose and assigned to only
one subfunction. However, some large accounts that
serve more than one major purpose are subdivided
into two or more functions or subfunctions.

In consultation with the Congress, the functional clas-
sification is adjusted from time to time as warranted.
Detailed functional tables, which provide information on
Government activities by function and subfunction, are
available online at www.budget.gov/budget/Analytical_
Perspectives and on the Budget CD-ROM.

Agencies, Accounts, Programs,
Projects, and Activities

Various summary tables in the Analytical Perspectives
volume of the Budget provide information on budget au-
thority, outlays, and offsetting collections and receipts
arrayed by Federal agency. A table that lists budget au-
thority and outlays by budget account within each agency
and the totals for each agency of budget authority, out-
lays, and receipts that offset the agency spending totals is
available online at: www.budget.gov /budget / Analytical_
Perspectives and on the Budget CD-ROM. The Appendix
provides budgetary, financial, and descriptive information
about programs, projects, and activities by account within
each agency.

Types of Funds

Agency activities are financed through Federal funds
and trust funds.

Federal funds comprise several types of funds.
Receipt accounts of the general fund, which is the great-
er part of the budget, record receipts not earmarked by
law for a specific purpose, such as income tax receipts.
The general fund also includes the proceeds of general
borrowing. General fund appropriations accounts record
general fund expenditures. General fund appropriations
draw from general fund receipts and borrowing collec-
tively and, therefore, are not specifically linked to receipt
accounts.

Special funds consist of receipt accounts for Federal
fund receipts that laws have designated for specific pur-
poses and the associated appropriation accounts for the
expenditure of those receipts.

Public enterprise funds are revolving funds used for
programs authorized by law to conduct a cycle of busi-
ness-type operations, primarily with the public, in which
outlays generate collections.

Intragovernmental funds are revolving funds that
conduct business-type operations primarily within and
between Government agencies. The collections and the
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outlays of revolving funds are recorded in the same bud-
get account.

Trust funds account for the receipt and expenditure
of monies by the Government for carrying out specific
purposes and programs in accordance with the terms of
a statute that designates the fund as a trust fund (such
as the Highway Trust Fund) or for carrying out the stip-
ulations of a trust where the Government itself is the
beneficiary (such as any of several trust funds for gifts and
donations for specific purposes). Trust revolving funds
are trust funds credited with collections earmarked by
law to carry out a cycle of business-type operations.

The Federal budget meaning of the term “trust,” as ap-
plied to trust fund accounts, differs significantly from its
private-sector usage. In the private sector, the beneficiary
of a trust usually owns the trust’s assets, which are man-
aged by a trustee who must follow the stipulations of the
trust. In contrast, the Federal Government owns the as-
sets of most Federal trust funds, and it can raise or lower
future trust fund collections and payments, or change the
purposes for which the collections are used, by changing
existing laws. There is no substantive difference between
a trust fund and a special fund or between a trust revolv-
ing fund and a public enterprise revolving fund.

However, in some instances, the Government does
act as a true trustee of assets that are owned or held for
the benefit of others. For example, it maintains accounts
on behalf of individual Federal employees in the Thrift
Savings Fund, investing them as directed by the individ-
ual employee. The Government accounts for such funds
in deposit funds, which are not included in the budget.
(Chapter 26 of this volume, “Trust Funds and Federal
Funds,” provides more information on this subject.)

Budgeting for Full Costs

A budget is a financial plan for allocating resourc-
es—deciding how much the Federal Government should

spend in total, program by program, and for the parts of
each program and deciding how to finance the spending.
The budgetary system provides a process for proposing
policies, making decisions, implementing them, and re-
porting the results. The budget needs to measure costs
accurately so that decision makers can compare the cost
of a program with its benefits, the cost of one program
with another, and the cost of one method of reaching a
specified goal with another. These costs need to be fully
included in the budget up front, when the spending deci-
sion is made, so that executive and congressional decision
makers have the information and the incentive to take
the total costs into account when setting priorities.

The budget includes all types of spending, including
both current operating expenditures and capital invest-
ment, and to the extent possible, both are measured on
the basis of full cost. Questions are often raised about the
measure of capital investment. The present budget pro-
vides policymakers the necessary information regarding
investment spending. It records investment on a cash
basis, and it requires the Congress to provide budget au-
thority before an agency can obligate the Government
to make a cash outlay. However, the budget measures
only costs, and the benefits with which these costs are
compared, based on policy makers’ judgment, must be
presented in supplementary materials. By these means,
the budget allows the total cost of capital investment
to be compared up front in a rough way with the total
expected future net benefits. Such a comparison of total
costs with benefits is consistent with the formal method
of cost-benefit analysis of capital projects in government,
in which the full cost of a capital asset as the cash is paid
out is compared with the full stream of future benefits (all
in terms of present values). (Chapter 18 of this volume,
“Federal Investment,” provides more information on capi-
tal investment.)

RECEIPTS, OFFSETTING COLLECTIONS, AND OFFSETTING RECEIPTS

In General

The budget records amounts collected by Government
agencies two different ways. Depending on the nature of
the activity generating the collection and the law that es-
tablished the collection, they are recorded as either:

® Governmental receipts, which are compared in to-
tal to outlays (net of offsetting collections and offset-
ting receipts) in calculating the surplus or deficit; or

® Offsetting collections or offsetting receipts,
which are deducted from gross outlays to calculate
net outlay figures.

Governmental Receipts

Governmental receipts are collections that result from
the Government’s exercise of its sovereign power to tax

or otherwise compel payment. Sometimes they are called
receipts, budget receipts, Federal receipts, or Federal
revenues. They consist mostly of individual and corpo-
ration income taxes and social insurance taxes, but also
include excise taxes, compulsory user charges, regulato-
ry fees, customs duties, court fines, certain license fees,
and deposits of earnings by the Federal Reserve System.
Total receipts for the Federal Government include both
on-budget and off-budget receipts (see Table 9-1, “Totals
for the Budget and the Federal Government,” which ap-
pears earlier in this chapter.) Chapter 12 of this volume,
“Governmental Receipts,” provides more information on
governmental receipts.

Offsetting Collections and Offsetting Receipts

Offsetting collections and offsetting receipts are re-
corded as offsets to (deductions from) spending, not as
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additions on the receipt side of the budget. These amounts
are recorded as offsets to outlays so that the budget totals
represent governmental rather than market activity and
reflect the Government’s net transactions with the public.
They are recorded in one of two ways, based on inter-
pretation of laws and longstanding budget concepts and
practice. They are offsetting collections when the collec-
tions are authorized by law to be credited to expenditure
accounts and are generally available for expenditure
without further legislation. Otherwise, they are deposited
in receipt accounts and called offsetting receipts.

Offsetting collections and offsetting receipts result
from any of the following types of transactions:

® Business-like transactions or market-oriented
activities with the public—these include vol-
untary collections from the public in exchange for
goods or services, such as the proceeds from the sale
of postage stamps, the fees charged for admittance
to recreation areas, and the proceeds from the sale
of Government-owned land; and reimbursements
for damages, such as recoveries by the Hazardous
Substance Superfund. The budget records these
amounts as offsetting collections from non-Federal
sources (for offsetting collections) or as proprietary
receipts (for offsetting receipts).

® Intragovernmental transactions—collections
from other Federal Government accounts. The bud-
get records collections by one Government account
from another as offsetting collections from Federal
sources (for offsetting collections) or as intragov-
ernmental receipts (for offsetting receipts). For ex-
ample, the General Services Administration rents
office space to other Government agencies and re-
cords their rental payments as offsetting collections
from Federal sources in the Federal Buildings Fund.
These transactions are exactly offsetting and do
not affect the surplus or deficit. However, they are
an important accounting mechanism for allocating
costs to the programs and activities that cause the
Government to incur the costs.

® Voluntary gifts and donations—gifts and dona-
tions of money to the Government, which are treated
as offsets to budget authority and outlays.

® Offsetting governmental transactions—collec-
tions from the public that are governmental in na-
ture and should conceptually be treated like Federal
revenues and compared in total to outlays (e.g., tax
receipts, regulatory fees, compulsory user charges,
custom duties, license fees) but required by law or
longstanding practice to be misclassified as offset-
ting. The budget records amounts from non-Federal
sources that are governmental in nature as offset-
ting governmental collections (for offsetting collec-
tions) or as offsetting governmental receipts (for off-
setting receipts).

Offsetting Collections

Some laws authorize agencies to credit collections di-
rectly to the account from which they will be spent and,
usually, to spend the collections for the purpose of the
account without further action by the Congress. Most re-
volving funds operate with such authority. For example,
a permanent law authorizes the Postal Service to use
collections from the sale of stamps to finance its opera-
tions without a requirement for annual appropriations.
The budget records these collections in the Postal Service
Fund (a revolving fund) and records budget authority in
an amount equal to the collections. In addition to revolv-
ing funds, some agencies are authorized to charge fees to
defray a portion of costs for a program that are otherwise
financed by appropriations from the general fund and
usually to spend the collections without further action by
the Congress. In such cases, the budget records the off-
setting collections and resulting budget authority in the
program’s general fund expenditure account. Similarly,
intragovernmental collections authorized by some laws
may be recorded as offsetting collections and budget au-
thority in revolving funds or in general fund expenditure
accounts.

Sometimes appropriations acts or provisions in other
laws limit the obligations that can be financed by offset-
ting collections. In those cases, the budget records budget
authority in the amount available to incur obligations, not
in the amount of the collections.

Offsetting collections credited to expenditure accounts
automatically offset the outlays at the expenditure ac-
count level. Where accounts have offsetting collections,
the budget shows the budget authority and outlays of
the account both gross (before deducting offsetting col-
lections) and net (after deducting offsetting collections).
Totals for the agency, subfunction, and overall budget are
net of offsetting collections.

Offsetting Receipts

Collections that are offset against gross outlays but
are not authorized to be credited to expenditure accounts
are credited to receipt accounts and are called offsetting
receipts. Offsetting receipts are deducted from budget
authority and outlays in arriving at total net budget au-
thority and outlays. However, unlike offsetting collections
credited to expenditure accounts, offsetting receipts do
not offset budget authority and outlays at the account
level. In most cases, they offset budget authority and out-
lays at the agency and subfunction levels.

Proprietary receipts from a few sources, however, are
not offset against any specific agency or function and are
classified as undistributed offsetting receipts. They are
deducted from the Government-wide totals for net bud-
get authority and outlays. For example, the collections of
rents and royalties from outer continental shelf lands are
undistributed because the amounts are large and for the
most part are not related to the spending of the agency
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that administers the transactions and the subfunction
that records the administrative expenses.

Similarly, two kinds of intragovernmental transac-
tions—agencies’ payments as employers into Federal
employee retirement trust funds and interest received
by trust funds—are classified as undistributed offsetting
receipts. They appear instead as special deductions in
computing total net budget authority and outlays for the
Government rather than as offsets at the agency level.
This special treatment is necessary because the amounts
are so large they would distort measures of the agency’s
activities if they were attributed to the agency.

User Charges

User charges are fees assessed on individuals or orga-
nizations for the provision of Government services and
for the sale or use of Government goods or resources. The
payers of the user charge must be limited in the authoriz-
ing legislation to those receiving special benefits from, or

subject to regulation by, the program or activity beyond
the benefits received by the general public or broad seg-
ments of the public (such as those who pay income taxes
or customs duties). Policy regarding user charges is estab-
lished in OMB Circular A-25, “User Charges.” The term
encompasses proceeds from the sale or use of Government
goods and services, including the sale of natural resources
(such as timber, oil, and minerals) and proceeds from as-
set sales (such as property, plant, and equipment). User
charges are not necessarily dedicated to the activity they
finance and may be credited to the general fund of the
Treasury.

The term “user charge” does not refer to a separate bud-
get category for collections. User charges are classified in
the budget as receipts, offsetting receipts, or offsetting col-
lections according to the principles explained previously.

See Chapter 13, “Offsetting Collections and Offsetting
Receipts,” for more information on the classification of
user charges.

BUDGET AUTHORITY, OBLIGATIONS, AND OUTLAYS

Budget authority, obligations, and outlays are the pri-
mary benchmarks and measures of the budget control
system. The Congress enacts laws that provide agencies
with spending authority in the form of budget authority.
Before agencies can use these resources—obligate this
budget authority—OMB must approve their spending
plans. After the plans are approved, agencies can enter
into binding agreements to purchase items or services
or to make grants or other payments. These agreements
are recorded as obligations of the United States and de-
ducted from the amount of budgetary resources available
to the agency. When payments are made, the obligations
are liquidated and outlays recorded. These concepts are
discussed more fully below.

Budget Authority and Other Budgetary Resources

Budget authority is the authority provided in law to
enter into legal obligations that will result in immediate
or future outlays of the Government. In other words, it is
the amount of money that agencies are allowed to commit
to be spent in current or future years. Government offi-
cials may obligate the Government to make outlays only
to the extent they have been granted budget authority.

The budget records new budget authority as a dollar
amount in the year when it first becomes available for ob-
ligation. When permitted by law, unobligated balances of
budget authority may be carried over and used in the next
year. The budget does not record these balances as budget
authority again. They do, however, constitute a budgetary
resource that is available for obligation. In some cases,
a provision of law (such as a limitation on obligations or
a benefit formula) precludes the obligation of funds that
would otherwise be available for obligation. In such cases,
the